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CHAPTER - I 

IHTRODUCTIOI^ 






The need for protection of cottage and. rural industries' 
competition of imported gouds and products of .foreign large.' scale 
industries was an' integral part of the ethos of Indians struggle for 
independence.^ The leaders' of struggle for freedom were intimately 
involved with the problem of India’s' industrial development* -Their 
concern was not only with the level of technology but also with the type 
of social production relations which subsisted,- in Indian industry* The 
need' to protect rural industries, and the. employment of. ./Workers and 
craftsmen who were engaged in traditional manufacturing activities was 

well recognized* These industries generally catered to local, demand and 

'2 ■ 

were' base'd' pri.marily on rax^- materials locally available* It , appears 
that during the mid’-’forties while there was a general agreement amongst 
the nationalist circles that rural and cottage industries need to be 
protected, there was also a feeling that counterparts of rural 
industries in urban areas ( i.e* small scale enterprises) would also 
deserve similar support* It is perhaps on account of such historical 
reasons that even today the two categories of industries, rural and 
small scale, often get clxibbed together in public discussions and in 


1. Even as early as in 1902, the Indian National Congress identified 
the decline of indigenous arts and manufactures as one of the 
reasons for the poverty of the people and resolved that '‘practical 
steps, in the shape of State encouragement be taken for .the revival 
and development of indigenous arts and manufactures and for the 
introduction of new industries.’* Cf* Zaidi, A.M* and Zaidi, 
S.G*( Eds*) , The Encyclopaedia of the Indian National Congress, 
■ Volume Four r ^ T9 gr-T9 0 5' —' '" O'lTlRoad" Tb SelF^'G'bvt *7' ' t"9'7 8, p# 

2. The National Planning Committee (the reports of which, were 
submitted by Jawaharlal Nehru during 1945-49) resolved that 

Considering the appalling poverty and helplessness of the 
people in the villages, on tne one hand, and the vast amount 
of unoccupied time available for , useful employment, on the 
other, industries concerned with the satisfaction of the 

pr imar 'neh'ds of '"“the 'f u'f ar'^po^pTuTat ion , ' e ■" 'm'anuFa'ctur 

clothing, processing of food articles for the pursuit of which 
the people are equipped by long tradition, which engage large 
numbers at present, and which are capable of affording 
employment to much larger numbers, should be organised and 
developed by the State, as cottage or rur'alT* 

The National Plan should provide for the adoption of all 
. m, ensures ' necessary for .relieving these cottage and rural 
industries from tlie^ sTFeas compeTTfTon, and Tor'" 

. f ac'i'iit'iat'ihg “'t'he, ex7?ahsrbft"''oT‘'''"suc!r" iildusTfTds '' lb' '"'the desired 

size, while providing a .liying wage to the workers engaged in 
• these industries*(emphasls. 'added) : Cf. Zaidi, A*M. and Z^aidi, 
S*G.{Eds*), The Foundations of Indian Economic Planning, New 
"Delhi, S. : 
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many a policy 'decIaratioxi®'“; also '■ the distinetion between Khadi 

and other handicrafts within cottage' industries and' within small scale 

industries^ between ', those based on manual' labour only and ' those- using 

. 4 ■■ 

power also* 


- In addition to a distinctlon between -rural end urban based small 
industrial units it was recognized that' each category of activity, needed 
specially designed set of support measures depending upon the specific 
nature of problems the industry faces* Hencej the constitution of 
special boards* . While the first all India Board (namely^ the- All India 
Cottage Industries Board) was established in 1948^ the number of such 
Boards had increased to six by 1954* The Boards constituted were; (i) 
the All India Handloom Board (1952)5 (li) the Ail India Handicrafts 
B'Oard (1952), (iii) the Central Silk Board (reorgarilsed in,,1952;):.,: (iv) 
the All India Khadi and Village Industries Board (1953)s (v) the Small 
.Scale Industries Board (1954), and (vi) the Coir Board (1954). But for 
the Small Scale Industries Board, all others are industry and activity 
• spe^ci'fic# ' These Board s ".- cont inue to discharge their specif ic' 
responsibilities* 


3. For ‘instance, the Natioiial'-Flanning Commifeee , the Bombay Plan 
• (1944), the Peoples*', Plan (1946)% Economic ' Programme Committee 

Report (1948) and,' the Gov.ern'm.3.iit. cf Indiahs Industrial 'Policy 
■ Resolution of 1948 do not draw any distinction between rural and 
small scale indus'tries. Cf Eaidi, , ,AeM«. and Zaidi, S*G* op. citl 
' pp. ■ 343-589; PurshOtamda‘“Th-alcuraas and others', A Plan“‘''^ ttii* 
Economic Developm,ent' of India, -1944 and Baner jee,- BII5j/*^an3“^q^ers, ^ 
i;! as reprinted'-in Young . Indian. August 1972. 

4. Since Gandhiji identified Khadi as a syrabol of Indians national 
industry and focussed on the national freedom movement 
concentrating . OHi. the uplift of Khadi spinning and weaving as an 
honourable- activity, there was also a dual current of thinking on 
Industrie's In -Tndia* One set of opinion veered towads the view 
that India’s salvation lay in promotion of handicrafts and cottage 
industries with as little use of macbitiery and power as possible, 
as these led to increased unemployment of people and devia'ted frem 
the ’Gandhian ideals of simple living* Bui: as the realxtes of 
industrial organisation in India v/ere empirically unders^tood many 
distinctions between industries came to be raade on the basis of 
their geographical location — rural or urban; on their size and 
scale — small , medium and large; the basis of modernization viz. 
whether using power or not; and on the basis of employmenr^TTf" 
family or wage workers viz. those registered under the Factory Act. 
These distinctions mefely reflected the concerns of the early 
leaders of the national freedom movement with the uplift of the 
rural people' engaged in industrial activity and their desire to 
protect them rrom the evils of modernization and foreign 
competition on which Gandhi bad -pinned the blame for rural Indies 
poverty. 


Th^ Objectives of Promotion of tbe Small Scale Sector: 


The general sentiment in favour of protecting the ’small’ (owned by 
a worker or a cooperative group) is obvious; but the definition and 
character of the ’aisiall’ activity seems to have remained vague; at least 
wide enough to enable d variety of enterprises bo qualify as being in 
the small sector. , The. claims and reasons putforth in support of the 
sector make a long and impressive catalogue. The main points made in 

5 ■ " • . . ■ ' 

this regard are: 

(1) To provide immediate large scale employment opportunities as 
capital per unit of labour is less (for unemployed and 
especially for the educated youngmen and displaced persons); 

(2) To avoid concentration of production from the view point of 
ownership and location and method of ensuring more equitable 
distribution of income; 

5. The Industriai Policy Resolution, 1956, noted that cottage and 
small' scaie industries "provide immediate large scale employment; 
they offer a method of ensuring a more equitable distribution of 
i the national income and they facilitate an effective mobilisation 
of resources of capital and skill which might otherwise remain 
unutilized. Some of the problems that unplanned urbanisation tends 
to create will be avoided by the establishment of small centres of 
industrial production all over the country" (para 13). Similar 
views were expressed in the Second Five Year Plan. Dhar and Lydall 
put forward four a r g u m e n t s h' t a v o uY^dT~ s mall enterprises viz., 
employment"; ’’decentralisation"... "that small enterprises can 
more easily be dispersed into small towns -or villages than large 
enterprises"; "social and political virtues of small enterprise, 
e .g. that small enterprises promote equality or democracy'; and 
■ ■flTrally "that small enterprises help tc drew out, latent reserves of 
scarce resources, especially of ownership and Caplf.el'hr see P.N. 
Dhar and H.F. Lydall, The Sole of Small' Enterprises in Indian 

Economic Development, -TTombWr'A’sia, r9bl7:'~p~"^ FnrTTfeT;-' the 

Karve 'CO'ffimit'ree nofSd*' that .."the principle of self-employment is at 
least as important to a srtccessful democracy as that of self- 
government.’ See INDIA, Report of the Village and Small Scale 

Industries (Second Five TfWTlaX) Udmiri i'"t 1*975 , .'-'TTS-e' 

■Thlr'a"71'a:?r WOTklrig GYdIip bn' Sfnali Scale industries after giving 
various policy suggestions listed the basic objectives of the 
policy of promotion and protection to the email industries sector 
as (i) increased employment, ' (ii) encouraging gradual progress in 
the techniques of production in the unorganised sector, (iii) 
production 'of a variety of goods, particularly consumer goods 
through labour intensive methods, (iv) encouraging and supporting 
small industrialist and (v) ensuring a more equitable distribution 
of national income and a balanced development In different regions, 
i.e. to’ lay down a basis for an essentially decentralised society. 
•SB^ INDIA, Ministry of Commerce & Induetryj Report of the. Working 
■ Group on Small Scale Industries; Programme o"f Wd’f k~ToT~ThA' Thlta 
f tve - * Ygg^' T iag; "X g yy; ""pp. "lo-ir.": ■samisriy;' 'Tne~iiia'ffSc trTaxhti ~sn 
IHqui.firTTolmTf tee . observed that the small bcale sector should be 
encouraged not only on considerations of employment potential but 
"more because it enables those who do not have large capital 
resources of their own but are otherwise .capable of undertaking 
entrepreneurial functions, to enter the industrial arena", and that 
these units can "lead to a more^decentralised pattern of growth, 
both regionally and in terms of ownership, control and management, 
than , large scale "industries which tend to concentrate, in the 
■ already industrialised areas and to .be dominated by those ' who are 
already well established "in industry", .See INDIA,,.: Ministry of 
Finance, Report of. the Indirect Taxation Inquiry Committee, 1978, 
Part 1 1 S"o' ' ' ■:g'’e"&':".‘' iT!rDrr,"'”Ad-*ihTgr t'f'A 1 1 W ■ 'Ke f o r m's 

Commission, Report on Small Scale Sector, December 1969, p. 1. 
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(3) To provide opportunities for generation of new entrepreneurs; 

(4) To mobilize small capital resources, the overall quantum of 
which was large when seen in a national framework but were not 
adequate for establishment of large industrial units; ' 

(5) To restrict the unplanned growth of urban centres which is 
inevitable if the unemployed start migrating to cities in 
absence of employment openings in the present place of living; 

(6) To maintain and provide-^n orientation to industrial 
manufacturing so that the local raw materials get utilized to 
the maximum extent; 

(7) To promote local self sufficiency at least in consumer goods 
(and incidentally reducing pressure on transport) and 
elimination of trader intermediaries; and 

(8) To help build decentralized pattern of growth. 

Each one of the above objectives is a laudable one. But ,it bears 
the impress of the early vague ideas about industry and its dynamics. 
The question, however, is: whether all these' can indeed be achieved 
through the promotion of small scale industries. Some of these 
objectives are so wide that one could justify support for any one unit, 
irrespective of ownership, location or size characterlsticsi. For 
instance, the objective (No. 1) need not be only achieved through 
promotion of this sector. Indeed the precise objective of the process 
of industrialisation in general has been presented on the employment 
argument. The objective (No. 2) has been often mentioned to support 
large projects of the non-established business Houses. The National 
Alliance of Young. Entreprenuers aims to promote new establishments 
promoted by the young irrespective of the fact whether they belonged to 
already established industrial families or not. The objectives when 
seen in isolation can be claimed to be pursued by most of the 
entrepreneurs who can in no way be described as small. 

A number of questionable assumptions seem to be also implied in the 
statement of objectives. The assumption under the objective No. 5 that 
small scale units can be established in rural areas (as if the external 
economies did not matter) and the rural-urban migration can be 
contained thereby, is a difficult proposition. One also finds that 
during the past three decades the claims made and reasons assigned for 
supporting the sector have undergone substantial changes. In this 
process the initial thrust and purpose of the sector has got wholly 
transformed. The supporters of the sector in their enthusiasm appear to 
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have treated the sector as an omnibus one. The sector has not been seen 
in terms of a specific programme for a clearly identifiable population 
group. The unavoidable consequence of this, one feels, has been the 
loss of precision in the objectives and ambiguity in the assumptions. 

The process has been very similar to the one noticed with regard to the 

6 ' ' 

objectives assigned to the Industrial Licensing Systenu 

The national sentiment^ particularly during the struggle for the 
country’s independence was in favour of the ’small’ men who constituted 
the vast majority of India’s productive population i#e* independent 
self-employed persons as against wage-based capitalist enterprises— ■ 
whether it was in agriculture, trade or industry. It was based on the 
understanding that the individual self-employed workers cannot face 
competition from the big wage-based enterprises* Therefore, the state 
should come to the rescue of the small self-employed workers or small 
units established by them* There were some who argued for total 
abolition of private property in free India and’ thereby eliminate the 
basic reasons for the problems of the big and the small enterprises. 
The view more largely shared, however, was that instead of a negative 
approach ( i.e* abolition of private property) the state should adopt a 
more positive role i.e* provision of special assistance and care to the 
small units so that they can be enabled to face the economic onslaught 
of the big.^ Alongwith this, it was argued that the state could also 
place adequate restrictions and obligations on the ’big’ so that they 
did not have undue and large advantage over the ’small’. The state, it 
was argued, should ensure a balance without depriving the big to have 
their legitimate rights to expand and at the same time ensuring that the 
small were provided all help and assistance to contribute the maximum 


Cf. Corporate Studies Group, Functioning of Industrial Licensing 
Astern, Indian Institute of 
•JOTtiary 1983, Chapter I. 

*‘The respective spheres, of ■, large-scale, small scale and cottage 
industries should be demarcateti as clearly as possible to avoxd 
economic insecurity and destructive competition.. ..Where a cottage 
industry is allowed to operate in the same field as large-scale 
mechanised industry its output should be protected from the 
competition of the latter by subsidies or some method of price 
equalisation*’. Cf« Report or the Economic Programme Committee of 
the AICG 1948 (6T*%hich Jawaharlal Nehru was the Chairman). As 
reproduced in Young Indian , Special Independence Number , 1972* 
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for national development. This, in short, has been the strategy for 
promotion and protection of the small scale sector in the independent 
India. However, in the general sentiment to protect the small against 
the big, the dynamics of the market and its unequal impact on the big 
and the small' has not been fully understood. Because of the natural 
advantages of large scale manufacturing a need arises to separate the 
areas of big and small enterprises and to place restrictions, especially 
during the -stage of infancy, on the large scale enterprises from 
intruding upon the zones reserved for the small ones. 


The Assumptions ; 


The measures undertaken and programmes evolved to support the 
sector, have been determined by the nature of the perception of the 
policy makers with regards to the operational ppoblems and handicaps of 
the. small scale sector. The understanding of the policy makers has 
been! , 

(1) Since most of the small scale units are organized on 
proprietary or partnership basis they do not have easy access 
to institutional sources of finance; 

(2) Due to capital scarcity the units end up in buying cheap and 
sub-quality machines which are difficult to maintain due to 
non-standardization; 

(3) As the units are small in size their requirements of raw 
materials are of limited quantities. Consequently, the raw 
materials costs work out to be high and the quality of a 
doubtful nature; 

(4) These units cannot take up advertisements or organize sales 
directly to the consumers. This makes it obligatory on them 
to depend on intermediaries and traders; 


8. The Industrial Policy Resolution of 1956 mentioned lack of 
technical and tinancial assisfance, working accomodation, and 
Inadequacy of facilities for repair and maintenance as the' serious 
handicaps of small scale producers. The Second Five Year Plan 
observed that "access to raw materials of the right quality and at 
the right price: and the unsatisfactory state or equipment", and 
"inadequate marketing arrangements and the lack of contact with new 
techniques of production" were the main handicaps from which the 
small scale sector suffers. The Administrative Reforms Commission 
identified "a week capital structure, without access to capital 
m'arket" as one of the main problems. They observed that "these 
units have to borrow money from private sources at exorbitant rate 
of interest. They have often also to pledge their products at a 
price below the market". . See. INDIA, Administrative Reforms 
Commission, Report of the Working Group on Small Scale Sector, 
1968, ,p. 56. "Tne TnfelrnationAi Planning Tehto, spofiAdrad by "The 
Ford Foundation, Identified that "outdated production and marketing 
methods; lack of credit facilities and lack of systematic approach 
toward improvement" were among the major factors that were 
contributing to the slow rate of development of small scale 
industries. 
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(5) As many of the small scale entrepreneuers are young and new to 
the manufacturing line they would not have adequate market 
know-how or the necessary knowledge of the various kinds of 
state support available to them; 

(6) With limited resources small scale units cannot afford to 
install quality testing equipment or afford to pay high rents 
for land and buildings in urban centres. This was 
particularly so for the new entrepreneurs! 

(7) The traditional tehniques of production need regular 

. upgradation. But this cannot be easily done by entrepreneurs 

with limited means; and • • ■ 

(8) The large scale manufacturing units can indulge in a variety 
of unhealthy and predatory practices' to check the growth of 
the small scale units. 

The undercurrent of the ’assistance strategy’, is that the small 
and, the big have to co-exist, preferably in close coordination and 
cooperation with each other. The big is not opposed to the small. The 
two can co-exist and play a complementray role instead of wasteful and 
avoidable competition. The First Plan, in fact, argued for common 

Q ;■ ■ 

production programmes of the large and small scale units. Similarly, 
the 'ancillary' category of the small scale sector owes its origin to 
the belief that one large industrial unit can support a good number of 
small independent manufacturing units. The various ideas regarding the 
policy towards assistance and support of the small scale and rural 
industries have by now crystallized into a variety of support by the 
Indian state to the small scale industries. These are described in the 
following section. 

Forms of State Support : ■ 

Beginning with the Economic Programmes Committee of the AICC (1948) 
which pleaded for differential tax rates, provision of subsidy, 
preferential government purchases and low interest rates for rural and 
small scale sector, one finds that the nature and variety of state 
assistance to the sector, by now, has become quite impressive. In fact, 
the variety is so large that, like the functioning of the industrial 
licensing system, it is difficult, to have an easy and full account of 
the Government policies arid concessions as available at a point of time 
for the small, sector. Info rmatj(Qri-.,Q'.ri 'the concessioi^., incentives, 
subsidies, preferences, and facilities officially' offered and on how can 

9. INDIA, Planning Commission, The First Five Year Plan , 1952,' p.316. 
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these be availed of has become very complex and expert advice from 
management consultants and legal pundits is required before any, one can 

"IP' 

proceed, in, the ^matter• 

' ^ provide an overview ■ of the .different forms of state assistance 

one can group them under the following heads: 


1.* ' ' : Fiscal' ' Concessions : 

'Small scale' unit's receive j-fiscal. incentives in the form of complete 
' 'V or^ partial exemption from: excise duties* : For instance^, small scale 
units ' operating in' industries like footwear (emnloying: less than 50 
. workers)^ tooth paste, metal containers , roller bearings, zip 
fasteners, playing cards, . carbon black (whose value of production 
is not '.more than Rs* 1 lakh) and conf'ectionery, starch, various 
kinds of yarn, paper, steel furniture, bolts and nuts, grinding 
wheels, insulation tapes, paints and varnishes, aerated water, 
khandsarl, soap, safes and strong boxes and metal containers and 
vegetable non-essential oils (if no power is used) get complete 
exemption from excise duties# Similarly^ differential rates of 
excise duties apply to industriiies like wires, cables and paper 
mills in the small s^cale sector. 

2#.^:' ' ' Financial Assistance.: 

As a policy, public sector financial institutions and banks provide 
finance to the small scale sector at concessional terms. State 
Financial Corporations (:SFCs) are authorized to provide both risk 
capital and long, medium and short term loans on liberal terms. A 
number of commercial banks have special schemes for the grant of 
loans on easy terms to the sector. The Industrial Development Bank 
of India (IDBI) has established a special wing which exclusively 
deals with small, village and cottage industries* Assistance 


10. R.S. Aradhyp, former Chairman, Mysore State Small Scale Industries 
Board, observed that '‘majority of the small entrepreneurs are not 
aware of the available facilities nor they are made known to them 
in a manner they could understand and take advantage of the offer 
made to them'*. See: R.S. Aradhya, "Plight of Small Units Amongst 
Small Scale Industries" in Development Commissioner (Small Scale 
Industries), Credit Facilities to Small Scale Industries, ■ 1969, pp# 

242-3. In ' ■■ scu'd'y GofTdiatTCT^'by^TrC'' "S'ande'sa'Ta) for the 

Industrial Development Bank of India, it was . observed "(as to the 
reasons for not having taken the benefit of one or the other types 
of assistance,) that some had no knox^ledge of the existence of 
incentive schemes. A .number varying from small but not 
insignificant to a large majority had no need of assistance. 
Others needed assistance, out of these some did not get it and the 
remaining stayed away’ from even attempting for various reasons* the 
chief among which included too many formalities associated Wifh the 
processing of assistance." See J#C. Sandesara, "Incentives and 
Their Impact: Some Studies on Small Industry", Economic and 

::':^;:..:: :'%Pollti:cal^^ .Vol.: XVlI., No. .48, .November 27, 

Further > tfie information provided in the Annual Reports of the 
Small Industries Development Organisation shows that out of nearly 
8 lakh small scale units just a little more than 4 lakh units were 
registered with different State Directorates of Industries. (Cf# 
INDIAi Development Commissioner (Small Scale Industries), Report 
1981-'d2: Small Industries Development Organisation, 1982, pp. 

2U.}“ This means'' th a t ' A r lF“li Wit 6 ft he' '■ s m a IX s d'A 1 e units in the 

country did not even register themselves as small scale units which 
is a prerequisite for availing of the state assistance. 

11. INDIA, Ministry of Finance, Report of the Indirect Taxation Enquiry 
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' sa.ncti.OB'ed’ -to, the small scale sector by .the, IDBI in the form of 
"■ refinance of indns trial loans and rediscounting of ■ 'bills amounted 
.■"to a' total .-of ; Rs« '235400 '.million' at . the end'of March 1982* 

3. Preferential ' Go^^ernment Purchases s ' 

' It is made.' c.ompulsory for-^various .government departments and 
" agencies to buy their requirements of a number of ' items from the 
' constituents of the small scale sector* At the end of' 1981 there 
were 384 items for which purchases were to be made only from the 
small scale sector* In addition to- these there are 11 and 15 items 
in whose case .the BGS&D has to make "purchases to the extent of 75 
50 per cent respectively of its: requirements .from small scale 
' units* Price preference to the extent of 15 per cent is allowed to 
small scale units in the case of items purchased both from the 
■small and large, scale sectors*.- 

4* - Infrastructural . Facilities 

Since the beginning of the Second Plan the Government has taken up 
the task of establishing industrial estates in the country* 
Industrial estates not only provide readymade industrial sheds — 
to minimise preliminary expenses to individual small 
entrepreneurs""-but also offer common services at subsidized rates. 
The Small Industries Development Organization (SIDO). through a 
network of Small Industries Service Institutes (SISI), provides 
management consultancy, industrial designy common tooling and 
testing facilities, information on technical know how, market 
advice,^ and information for export promotion, etc. The National 
Small industries Corporation (NSIC) ahd State Small Industies 
Corporations supply machines on hire purchase basis apd assist 
small scale units in securing Government orders*’, State 
Directorates of Industries have been assigned the task of providing 
scarce raw materials to the., units in this: sectbry'//;.;/ 

5* Reservation of Industries; 

Beginning with the Third Plan, a number of industrial products have 
been eamiarked for exclusive de:velopment in the small scale 
sector. The list of reserved items has undergone substantial 
changes since then. At present the list contains more than 837 
items. Large House and FEEA companies are generally not permitted 
to enter or expand, if already operating, in the items reserved for 
the small scale sector* Any liberalizations in the licensing 
policy are also not supposed to be applicable to the large ana 
foreign controlled sectors when the item of manufacture happens to 
be a res-^ved one though exceptions ar^ allowed for export 
purposes. ? *: 


12* See for a discussion, S.K. Goyal, "A study of , the Hire Purchase 
Activity of The National Small Industries Corporation”, (Mimeo) 
Indian Institute of Public Administration, New Delhi, December 
1973* .1. . ^ : y"' , •- ’V-' i • 

13* INDIA, Estimates Committee (1971-72), Nineteehith Report :;ilndus trial 
Licensing , Delhi, 1972, p. 42* 

14. INDIA, Ministry of Finance, Economic Survey , 1982-83, p*. 26* 

15. Cf. Various Notifications and.Press Notes of the Ministry of 
Tndustfy (Department of Industrial Development). Also see 
INDIAj 'Kinistry of Industry, Guidelines for Industries, 1979, p.: 

Sec#'.,...lri2r'i' -wherein it was- s t af ed' '"'wheTe" 'laYg'e'''''¥cale units, 

whether belonging to large houses or not, are already engaged in 
the m.anufacture ox items since reserved for the 'small scale sector,' 
there\ will be no expansion -of their ■ capacity. Proposals for grant 
of licences In areas ■ reserved 'for small scale setor are considered 
on merits on the basis of hundred per cent exports on a continuing 
basis. The share of large industries and houses in the total 
capacity for 'these items will be steadily reduced and total of.' 
small scale and cottage sector increased”. 
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E:s:emptfon from Certain Statutory Provisions; ' 

• In view of the small scale of operatioiis and investment, these 
units have been exempted from the provisions of industrial 
licensing under t-he IDEA, 1951. Additionally, the provisions of 
section of thA- 195b are also made inapplicable 

to them.^” Comp anTA'S TSTri ri.g und At '' .t h e category of, small scale 
industiial units engaged in the manufacture of a number of products 
have been exempted. from the provisions of the Cost Accounting 
Records .Rules, 1977.^' 

7. . bank . Finance ! 

Small scale industrial units form part of the 'priority sector’ 
: along with agriculture, small borrowers, weaker sections, etc. for 
purpose of availing assistance and credit from banks. Loans to 
priority Sector attract lower intrest rates and are generally 
exempted from oc^ssional credit constraints imposed by the Reserve 
Bank of India.*® The commercial banks are also directed to 
. . increase their lendings to the priority sector. 


16. Under the provisions of this Section, companies are ordinarily 
required to put advertisements inviting deposits in newspapers 
revealipg- tjieir financial position and the deposits so accepted 
should not exceed certain limits and conditions such as the rate of 
interest and period of deposits prescribed by the Reserve Bank of 
India from time to time. Companies are also req,uired to maintain a 
register of deposits and file with the Registrar of Companies, a 
return containing details regarding the acceptance or return af 
■ deposits and reasons for non-payment, if any. 


17. This exemption is applicable to. small scale industrial units in 
cement , ' cycles , tyres and tube.s, caustic soda, room alr- 
cqnditioners, refrigerators, automobile batteries, electric lamps, 
electric fans, electric motors, motor vehicles, tractors, 
aluminium, vanaspati, bulk druga, s.ugaf, infant milk food, jute 
goods, .paper, rayon, dyes, soda ash, polyestef," nylon, dry cell 
... batteries, cotton textiles and sulphuric acid industries. For 
piirpose of this exemption, "the expression "small scale industrial 
units" means any industrial undertaking registered with the 
Directorate of Industries or Small Scale Industries as the case may 
be, of the State Government in respect of' which the investment in 
plant and machinery is not in excels of twenty lakhs of rupees in 
value." Cf. .Notifications GSR Nos. 14 to 41 dated 5.1. ’83 
reproducedin Company News & Notes, V 0 I.XXI, No. 5, May 1983, pp.ll- 
K.. 23 . ' ' 


viS. Investment in plant and machinery appears to be the only criteria 
for deciding the small scale nature of an industrial unit ( i.e . 
even registration with Director of Industries is not mandatory) Tor 
availing of the facilities under ’priority sector lending'. For 
instance, while giving definitions- of the different segments of the 
priority sector, small scale industrial units are defined as those 


engaged in the manufacture, processing or preservation of 
goods and whose investment in plant and machinery (original 
cost) does not exceed Rs.20 lakhs. These would, inter alia, 
include units engaged in mining or quarrying, 
repairing of macninery. In the case of ancillary units, the 
investment in plant and machinery (original cost) should not 
exceed Rs.25 lakhs to be classified under small-scale 
.industry.; ‘ 

(See Reserve Bank of India, Reserve Bank of India Bulletin, 
V 0 I.XXXVII, N 0 . 2 , February 1983 ; — ma 'hd C 6 <r' t T' ga “ r fte 

above, that the above definition does not take note of either the 
ownership aspect introduced in 1980, or the requirement of 
registration with the Director of Industries. From footnote 17 
above it may be noted that registration with Director of Industries 
is one of the requirements for the unit to be treated as a "small 
scale industrial unit". 
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■ The sum total of the concessions j direct ^ and ■indirect subsidies ^ 
preferential treatment and exemptions from the' operation of some, :-of the 
important' regulatory provisions accorded to the small scale sector add 
up to a substantial support f or .. the sector* The significance of ' these 
cohcessions,-however» cannot : be' 'assessed .in terms of' ■ the financial 
outlays or direct' costs to the state 'as many of the costs are hidde.n'and 
non-quantif iable* It would also not be correct to assume that the 
concessions are unformly available to all constituents of the sector# 
Viewed from the individual manufacturing unit's angle, one category of 
units may find one type of concessions more important whereas another 
group of small scale units may find it far more rewarding to avail of 
other provisions of state policy package. For instance, a unit which 
enjoys financial support of a large and established industrial house of 
the country is likely to depend more on the facility of exemptions from 
the regulatory provisions whereas a small man may be quite happy if he 
could obtain a shed in an industrial estate* Similarly, an assembly 
unit may find government policy for preferential purchases to be more 
helpful than the availability of cheap materials* 

To avail of the state assistance and the variety of direct and 
indirect economic advantages, a unit must get official recognition as a 
small scale unit* In a country like India, having a high degree of 
illiteracy and absence of effective channels for dissemination of 
official information, a large percentage of small scale units are not 
likely to be even aware of the precise content and extent of state 
support available to them* One should, therefore, expect that only a 
fraction of the total number of small scale units would have official 
recognition as constituents of the sector. Secondly, even if there was 
awareness of support policies towards the small scale sector one has to 
recognise that availability of concessions and support has to be through 
the governmental system which has its own style and mode of operation. 
The groups which are not intended to be provided state support can 
indeed be the ones to take advantage of them; and the ones sought to be 
assisted may never come to know of their eligibility for such 
assistance. It is, for instance, an irony that the variety and form of 
concessions and other advantages available to cottage and rural 
industries are more widely known and understood in urban centres by the 
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organis.ed/itidustries and "traders- than by the rural' 'artisans or the 
village. craftsmen. In- - this framework, it would appear 'that the 
concessions and • assista'nc'e 'provided '"."by the' sta'te"''for'- protection, 

. promot ion . and- development'"of the’- sm'ill scale sector in India would 
:Gontribute. primarily ■ to the\benef£t 'of ;a'''limited .number; and amongst ^ the 
claimants' and' the beneficiaries ther.e would he men y 'who were", never 
sought to be assisted and promoted under the scheme. ^ ^ 

The Present Study: ■ . 

The officially laid down criteria for a small scale unit determines 
the universe of the small scale- sector eligible for state patronage and 
assistance. This study attempts to examine significance and 
implications of major changes introduced in the official criteria for a 
small scale unit , over the past three decades. Two, since';' the ownership 
and control structure in the small scale sector gives a 'clue to the 
actual beneficiaries of the policy package towards the sector, an 
attempt has been made, to identify important instances of beneficiaries 
whose entry in the small scale sector goes against the very spirit of 
the policies towards the sector. And three, the study attempts to 
assess the implications of the policy of reservation of industrial 
products for exclusive development in the small scale sector. 

The study is based on a close scrutiny of the company annual 
reports and other primary sources of company information available in 
the Corporate Information System which we have attempted to build at the 
Institute during the past three years. This close scrutiny of the 
corporate records from the view point of examining efficacy of the small 
scale sector promotion programmes has brought out a number of 
interesting insights. It is our hope that these insights would help 
initiate further investigations of ’specific issues raised here so as to 
enable the planners and policy makers to evolve an appropriate 
alternative policy framework for the protection and promotion of the 
small scale sector in the longterm perspective of planned national 
development. 



CHAPTER - n 


A CRITIQUE OF CRITERIA FOR A SMALL SCALE UNIT 
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Public policies have to be administered by the governmental system; 

for this there have to be operational guidelines. To begin with one has 

to have clarity of the concepts and definitions. If the small scale 

sector has to be assisted, the system .must have a precise definition of 

a small scale unit. For a long time attempts were made to define a 

small scale unit in terms of the entrepreneurial characteristics, size 

of investment, number of persons employed, source of energy, the size of 

turnover and so on. The First Five Year Plan observed”. 

It is customary to refer to industries which are not required to be 
registered under the Factory Act as cottage and small-scale 
industries. There is no accepted" line of distinction between 
cottage and small-scaTe "Indus tiTes “ana" dTTf^TSht dgritlltioh^ ate 
adbptCd “a'CcbfdlAg to thS 5b"j'ecC In view. The distinction 
frequently made between establishments which employ power and those 
which do not become less useful as electricity becomes more, 
generally available. The number of workers employed in an 
establishment has only a limited value as a criterion for 
distinguishing large-scale and small-scale establishments* In 
addition to the test of numbers employed and the use of power, a 
further test may be whether a unit ijhich may otherwise be regarded 
as small is owns4 by the worker him.self or by a co-operative group. 
(em-ptriirs""a:daddT^ " — -■ ’ — — — "■ — ~ — — - 

It seems, h6w>"ver, that a consensus on this was only reached during the 

mid-’fif ties. The first official criteria for small' scale industry was 

in terms of the size of the gross investments in (i) land, (ii) 

building, (ill) plant and 'machinery, and (iv) the strength of the labour 


force. A unit having an overall investment of PvS. 5 lakhs and employing 
less than 50 persons, when using power and less than 100 persons when 
not iisihg power, was the one that qualified to be treated as a small 
scale unit. This definition has to be seen against the scope of the 
IDRA, 1951 which was then applicable to factories working either with 
the aid of power and employing 50 or more persons, or those employing 100 
or more workers without the aid of power. All manufacturing units, 
covered by the IDRA, 1951 and requiring an industrial licence were. 


1. INDIA, Planning Commission, The First Fiv e Year Plan , New Delhi, p. 


2. INDIA, Planning Commission. Second Five Year Plan Committee; Report 
on the Village and Small 'y.dale TlidusttieTJ 195 5, . 6T. Ttre' 

SFf in itiorl v7as ffiTt i A i i y adbpted in 1955. However V'" it was laid 
down that small scale industries would not include those industries 
coming under the purview of the statutory boards, set up for 

handicrafts, handlobms;, c.Qir,. s.ilk and khadi"-and village 

industries. Cf. INDIA, Development Cptomissionef "XSmall Scale 
Industries), Cnait Facilities to Small Scale Industries, 1969, p. 
6 » ■ 
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therefore, not eligible for being treated as constituents of the small 
scale sector.^ As a consequence., the small scale sector, as defined 
initially, did not attract the provisions of the industrial licensing 
system*' ■' ■ 

During 1958-59, the definition of a small scale unit was modified 
to include units on one shift basis. ^ This was an important change 
because this aimed at better utilisation of machinery and greater 
employment opportunities. In January 1960, the restriction on number of 
persons was wholly removed. The sole criterion, came to be in. terms of 
the value of capital investment i.e. rupees five lakhs, irrespective of 
the number of persons employed. 

The third revision in the form of additional criteria for the small 
scale sector was proposed by the Working Group of the Third Five Year 
Plan to accommodate units supplying their products to large scale 
manufacturers. It recommended that in the Interest of "developing 
viable ancillary units, a relaxation of the Rs. 5 lakhs limit in fixed 
capital may be made in respect of such small scale units- which were 
supplying parts and comporients to certain specified large scale 
industries”. The Group felt that a limit of Rs. 10 lakhs should be 
adopted for this purpose.^ A new category of small scale industries; was 
thus born. These units were defined as ancillary units and the celling 
was placed at Rs. 10 lakhs instead of Rs. 5 lakhs for the small scale 
units. The Ford Foundation Team, which commented on this category of 
small scale units. felt that higher ceiling for ancillary units "can 


3. Cf. INDIA, Ministry of Industrial Development, Internal Trade and 

Company Affairs, Report of the Industrial Licensing Policy Inquiry 
Committee, 1969, F’TT: . ^ 

4. INDIA, Development Commissioner (Small Scale Industries), Small 
Scale Industries Organisation, Report for 1958-59,.1 959, p. 1. 

5. Cf. INDIA, Ministry of Industry & Supply (Department of Industry) 
¥7fking Group on Small Scale Industries, Handicrafts and 

Sfet'icuTture, RepOTt of the Sub-Gfou'p Oh Sm"hll SO A TO 1 hd uS tf •i"e"sT 

July 1965, 'p. 7937 " ^ ■; " “ • : ."f ■ ''I, 

6. INDIA, Ministry of Commerce, & Industry, Report of the Working 

Group; Small Scale Industries Programme ~i5'3r Win:k^<5r~the"’‘ThTm' 
F lWT e aT -' Tlah T' " r9- 3 9’7 "P Y- T - 4 -5 T '' : ' — ■■ , • : 
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open the door to the creation of bogus ancillaries by large firms, and 
was difficult to administer”.^ 

The fourth revision came in 1966. It had two elements. One, that 
while assessing the value of the investments, the items to be included 
would be only the plant and machinery and not the laiid and buildings. 
Two, the upper limit for small scale units was raised from Rs. 5.00 
lakhs to Rs. 7.50 lakhs. The limit for ancillaries was retained at 
Rs. 10.00 lakhs though by excluding investments in land and buildings, 
this category also became a wider one. 

The fifth revision in the' definition of small scale industrial 
units was made in May 1971 on the recommendation of the Small Scale 
Industries Board. The investment limit in. plant and. machinery was 
raised from Rs. 7.50 lakhs to Rs. 10.00 in the- case of small scale units . 
and from Rs. 10.00 lakhs to Rs. 15.00 lakhs for ancillary units. ■ , The 
raising of the upper limit resulted in enlargement of the number of 
small scale units registered with the Development Commissioner for. Small 
Scale Industries (DCSSl) by more than one-third. The number of 
registered units was 1,59,321 in 1973 and 2,14,109 in 1974.^*^ 

The sixth change was Introduced in 1977. The Statement on 
Industrial Policy, 1977 divided the small scale sector into two parts. 
All small scale units having less than Rs. 1.00 lakh investment and 
located outside the metropolitan areas were defined as 'tiny units'. 

In this connection it is relevant to note that while the Rs. 1 lakh 
investment limit is common with the Bhat Committee's suggestion, two 
other criteria, namely, that the annual turnover shoiild not exceed 

7. INDIA, Ministry of Industry, E-eport of the International 
Perspective Planning team: DevelopmOht of SffiSll SdaTh lftduS"tTies ift 
TSaia" FtoSp-etTg, FgO ' bl ' em5-lHa ~ T5lTt rrs' , ' -r9 g 3 “pT""! rSr^-TTig'team 

feparrshf ha 'by the“P5Y(i~T5unaat,jraTf: — 

8. INDIA, Ministry of Industrial Development & Company Affairs, 

Report, 1966-67, p.;&5. - . : '■ 

9. INDIA, Development Commissioner (Small Scale Industries), Small 

Industries Development Qr:ga.h.isattdn^ 1978-79-, p. 23-3:i.. 

10. INDIA, Development Commissioner (Small. Scale Industries), Small 
Scale Industries in India, Hah.dbook .of Statistics - 1977, 19f8; TT." 

23.; ^ ^ 

irr Guidelines for Industries ■(}.979)~V &« Set. . Ilrll. 
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Rs* 5 lakhs and that the total capital investment per workex should not 

12 

exceed Rs.4,000 per shift are missing in this definition. The seventh 
Important change was introduced in the Industrial Policy Statement of 
July 23, 1980. The qualifying limits were raised all round. For the 
tiny sector the rise was from Rs. 1.00 lakh to Rs. 2.00 lakhs; for small 
scale units from Rs. 10.00 lakhs to Rs. 20.00 lakhs and for ' ancillaries, 
Rs. .25.00 lakhs instead of Rs. 15.00 lakhs.^^ It appears that the 
definition was modified further wherein the words "whether held on 
ownership terms or by lease or by hire purchase" were inserted after 
"fixed assets in plant and machinery”. 

The official criteria defining the constituents of the small scale ’ 
sector has been revised repeatedly. The revisions have been on the 
following counts viz., (i) an upward revision of ceiling (from ’ Rs. 5.00 
lakhs to Rs. 20.00 lakhs); (ii) a reduction in the items for which the 
investment should. be taken note of for purposes of the ceiling; (iii) 
inclusion of a new category of small scale units. (namely, ancillaries) 
which qualify for small Scale policy concessions but has a higher 
ceiling; and (iv) the criteria being wholly linked to the money value of 
the assets by exclusion of references to the size of labour force, 
location, size of turnover, character of the entrepreneur, or the nature 
of the production basket. 

Upward Revision; A Concession For The Few; 

A direct implication of .. the repeated upward revisions in the 
criterion and narrowing down..,the base to calculate the size of 
investment to plant and machinery only can be understood with the help . 
of data provided by the Census of Small 'Scale Industrial Units, 1972. 
(See Table-1). It would be seen that more than 90 per cent of the small 
scale units, even in 197.2, had investment of less than Rs^ 1.00 lakh 

•12. Cf. INDIA, Report of the Committee for Drafting Legislation for 
Rdll Scale'~TMl5^fT& d , ’ 19 7 2 ^ - ^." ■ 2 ?; ■ TCh l f t rft 5!r a. R : - ^^^ ^ — rr . 

13. INDIA, M-inistry of In’dUStryf Guideline's for, Indus fries'," 1982, p. 

Se'c;- Il-j43.' 

14. This becomes evident from a comparislon of the definition, provided 

in the Annual Report of the Small Industries Development 
Organisation for the years 1980-81 and that in the amended 
notification no. S.0.98(E)/I®RA/296/73/l dated, 16 February, . 1973 as- 
appearing in - the Guidelines., for Industries. (1982)* Part 1. Earlier, 
this aspect was f dPffiJilg’PHtfl: ’tff- C® ’^IsrTf Ications and explanations 
Isdued by the Government from time to time. . . . . 
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Table - 

Showing Distribution of Small Scale Units According to 
'Varibtis'~Ranfees bf Ihve^mgnr-Tn ir'la'nt & Mhchlnefy' '(1977) 


Investment in Plant & 
Machinery (Rs . 'OOOy 

Number of Units 

Percentage to 
Total 

Cumulative 

Percentage 

1 


' 2 .. . 

— - 

.4 

Upto, 

25 ' ^ 

4.1,02,085 

"■ '73.14' 

,73.14 

26 to 

50 

14,986 

10.74 . 

83.88 

51 to 

100 

10,319 

7.39, 

91.27 

101 to ' 

300 

8,729 

6.25 

97.52 

301 to 

600 

2,475 

1.77 

99.29 

Above 

600 

983 

0.71 

100.00 

Total 


1,39,577 

100.00 

" , 


Source: Based on Development Commissioner (Small Scale Industries), 

All India Report on the Census of Small Industrial Units, 
7or.irTr abi"s ' ); ' n ?77 r— ~ — ^ — - — 
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each. The units, each with investment of Rs. 6.00 lakhs and more 


account id for only 0.71 per cent of the total. It is, therefore, 
obvious that the upward revision of the Investment limit for small scale 
industries cbuld only be of direct advantage to those who constituted 
the biggest amongst the small. Under the more liberal criterion the 
bigger cnes could take advantage of various facilities available to the 
small scale sector. The upward revisions benefit a small number of the 
big in the sector and strangely enough, the latest revision was 


justified on the ground that it would "... eliminate the tendency to 
circumvent the then existing limit by understating the value of 
machinery and equipment, falsification of accounts, or resort to benami 
units . The following extract from a Press Note issued .by the 
Government provides further evidence in this regard. 


Some units which have crossed the previous investment limits (or 
Rs. 10 lakhs/Rs. 15 lakhs) prior to August, 1980 and which had 
neither .obtained tior applied for COB licences as was required under 
extant law would have hreache.d the provisions of the Industries 
(Deveiopmen T^afta' Ac er — I'ri' nre~fAac"rh'3rrTriiy 

hoW qualiry for .tfeatmenf as Small scale and ancillary units 
eligible for exemption under the licensing provisions now, 
Governm^n^ tu^v^e deci^^^^ to treat st^c^t^brea^h^as technical breach 

incus fries (jjevelopme'nt'And KdgulAtiori)" Act during the period fCt 
vlrlTh-X ' hey T gl -g h l’ TOVr c Tg^gs ^ ^ a^Th ^ r ^ prsv i^^^ laid down investment 
limits and under which they would require COB licences provided 
their cases fall within the enhanced lijtits now fixed for small 
scale and Ancillaries. (emphasis added) ” 

This can Only encourage further such violations in the future. 


Each upward revision in the ceiling of the size of the investment 
for the units qualifying for the state support and patronage as small 
scale units, must have enabled large sized manufacturing units to claim 
the advantages meant for the small scale sector. As these would be 
larger' uiilts the amounts involved by way of subsidy and concessions 
could also be substantial. It would be of policy relevance to study the 
pattern of assistance sharing in the small scale sector; and equally so 
how the upward revisions have altered it. It needs also to be 
investigated if as a consequence of the upward revisions, the smaller 
units constituting an overwhelming majority in the sector had to face 
far greater hardships and competition than earlier. It is plausible that 


15. Ibid., p, 43. A reference to the ownership of small scale units was 
AlSb made in 1980. This will be discussed in Chapter-Ill. 

16. Cf . Press Note No. 12/139/LP/79 dated August 2, 1980 of the 

Tfflristry of Industry (Department of Industrial Development). 
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the entry of a handful of medium sized units in the small scale sector 
did make a large difference to enhance unequal competition for the 
former small scale units i.e. creation of a situation in which 
competition got promoted among unequals. The upward revisions would 
also imply that the same facilities would have to be shared by larger 
numbers — • defeating the very logic of special treatment to the small. 


In the U.S.A. a small business is defined as one which is 
‘independently owned’. A variety of policies have been designed to help 
and encourage small business so that it may become a very important 
component of the free enterprise system. It is claimed that these 
policies would keep the ’door open for free people with initiative, 
vision and courage, people who want to go into business for themselves’. 
It is also claimed that U.S. Government not only promotes small business 
firms but also takes stringent measures to "prevent the growth of all- 

TO 

powerful monopolies". The small business in U.S.A. is meant for 
Independent people and the small enterprises cannot be dominant in their 

' 1 Q 

line of production. The point needing emphasis is that unlike the 
U.S. definition, in India a small scale unit is defined only in terms of 
the size of investment and is devoid of any reference to the character 
of ownership. This deficiency in the Indian definition has been 
repeatedly pointed out by official committees and individual scholars. 
For instance, the Hathi Committee pointed out the existence of small 
scale enterprises which were owned by multinational companies. The 
dissenting members of the Committee for Drafting Legislation for Small 


17. Gf. INDIA, Administrative Reforms Commission, Report on Small Scale 
3^tor, 1969, p. 8. and Estimates Committee (197I“727^ MiheteSiith 
Rep Oft i Industrial Licensing, 1972. It was reported fh 
Estimates Committee kepoft that the Secretary to the Ministry of 
Industrial Development stated, in reply to a question regarding the 
enhancement of Investment limit from ils. 7.5 lakhs to Rs. 10 lakhs 
for small scale units, that it would "bring in people with larger 

, resources and the real man with small resources will probably at 
the discount as also the people who are already in small 
industries".(p.4l) The observations of the Bhat Committee are 
also pertinent. The Committee noted that "at present small units 
by and large are entitled to incentives and facilities on a uniform 
basis, i.e. Irrespective of size of their investment; in actual 
practice the major share of these facilities flows to the larger 
among the small units". .. , 

18. Cf. C. Tyler Wood, "Role of Small Business in U.S.A. and India ... 
■GTSat Scope Ahead — U.S.A.'s Interest in India’s Small 
Industries", Major Industries of India, Annual, 1961, pp. 191-203. 
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ScMe- Industries pointed oUt that though the definition of the small 
scale units had undergone many changes,' -each time relating it with the 

investmant limits but with "no consideratibh to the ownership*" ^ 

The Organisational Forint ■ . ^ 

' / ' During the earlier years when ■ tl^e; policy^^ for promotion of the: small 
scale sector , was evolved it was believed that the sector, would plainly 
consist of partnership and proprietary ■undertakings* While; this 
assumption would hold good, in a large measure, even torday one is not: 
sure if the, of f icially recognized sm^all. scale units would not have a 
substantial number of such undertakings which would be, registered as 
private,; or.„, public ' liipited';'Comp.anlss, under j: h e - : In d i an G o.m p a n,i e s Act 

1956* t In , numbers they may be fe.w but their share - in the assistance 

/' ' ' ' • ■ 21 ' " ' ' 

(subsidies, loans etc*) appears to rbe much greater • For various 

reasons entrepreneurs are opting .for oorporate form of organisation* 
There are economic advantages in the new . form and the .managements can 
have far more flexibility, of operation x^ith reduced risks* This is, 
therefore., a preferred form* . In. admi-nistrative processing of 
applications it is not uncommon to see a builtrin bias in favour of the 
new form over the. proprietary or partnership organisations*- A corporate 
entity is different from the individuals who may own or control it* 
Under the si tuatipn it is necessary to.ask if the small scale sector 

should remain open to the organised corporate sector of the Indian 
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industry or, should some alternative organisational form promoted-? ■ - It 
is a question that needs proper debate. 

^ value of the 'plant and machinery', the official 

guidelines are that "original price paid- by -the ' owner, irrespective of 



20. INDIA, Report of the Committee .for Drafting Legislation- for Small 

Scale Iridu'stfig§~, "1972, pT" 5,5. ~~ ' 1 ■ . ' 

21. The Census of Small , Scale Industrial -Units (1972) shows that out of 
the total of ;l,.4,.lakh units, only 3 per cent were either public or 
private limited' companies. Oh the other hand, , one finds that out 
of nearly 1150 small scale niiits which were members of the Basic 
Chemicals, Pharmaceuticals and Cosmetics Export Promotion Council 

- (as, on- 31.3.1983), about '340 (or 29.6%) were ’limited companies'. 

22. - ' ’In' -this connection, if may be rioted that the Bhat Committee after 

deliberating on the advantages and disadvantages of the partnership 
law . and the. Companies- Act -for. the small ■■entrepre;neur suggested ' the 

enactment of a" -'rtAsCfiCTM Partnership Act'. Cf« INDIA, Report . of 

the Committee for--Draftirig--'Leg'i-'eiation for-SmAIT Scale Industries , 

Ygy2‘: ^ — 
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whether the plant and niaGhinery are new or second hand/V should be taken 
into account. Operationalisation of such a guideline is a difficult 
proposition, particularly in the case of older units and for imported 
machinery. It has already been stated that with each upward revision of 
the investment limit, a larger number of existing units had got 
qualified for assistance under the small scale sector. From another 
angle, a small scale unit would be deprived of the genuine advantage of 
expansion since there was no- provision for depreciation. Everytime the 
unit adds a new equipment, its gross value of the assets would rise and 
very soon the unit may cross the ceiling limit. A more realistic 
concept could be the ’replacement cost’. It is, however, not our 
contention that the concept of replacement value is easy to be 
administered. Since the sole criterion of the sector is in terms, of 
nominal value, the administering system would normally accept the value 
assessment as claimed by the owner. The discussion, however, Is more of 
academic nature and less of any administrative significance. In the 
absence of any satisfactory machinery to verify the statements made by 
the entreprenuers it is a matter of: subjective choice for an enterprise 
to apply for official recognition as a small scale unit. In substance^ 
therefore,- the constituents of the sector can be all those who can 
claim to have assets of less than the prescribed limit. Whether the 
claims are real or fake is a different matter. 

Nature of Industry a -d Location: • 

The investment criterion for the small scale sector is uniform for 
all industries. It would be accepted without much questioning that the 
value of plant and machinery for undertakings is, to a large extent, 
determined by the nature of the industry and location of the unit. The 
capital requirements of an undertaking would also vary considerably with 
the choice of the production technologies employed* There can be carpet 
manufacturing activity at the household level as also with use of 
sophisticated and modern machiries. For establishment of a flour mill in 
a village may require a much larger outlay than that required. for 
locating it in a city where the mill can have electricity as source of 
power. In the villages or in remote and Isolated locations the 
entrepreneurs would have to invest considerable sums in setting up a 
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diesel engines tp; run the industry. The existing criterion for the 
small scale sector; does not show awareness of such operationai problems^ 

Ancillary Units; 

During the Third Plan the concept of anciliary industries was 
introduced with a much higher qualifying investment limit than the other 
small scale enterprises. An ancillary unit was to be located near a 
large industrial ■project. The ancillary units, as per the criterlGn, 
would have a secured market for their production and an assured supply 
of raW; materials. The ancillary units would- also have a large element 
of infrastructural support from the large project with which they would 
be associated. Additionally, ancillary units are expected to specialize 
in production of -different components. With these advantages -should an 
ancillary unit be eligible for, a variety of state patronage,, whatever be 
the investment in plant and: machinery? The present limit is Rs. , 25.00 
lakhs for ancillaries and Rs.j 20.00 lakhs for the independent small 
scale units. Justification of the special treatment to ancillaries 
needs to be discussed. ; -This being particularly so because a number of 
the so called ancillary uaits happen to be personal ( benaml ) properties 
of the families,' relations and- business associates of the . management of: 
the umbrella units*^^ , This jagain ■ is a matter of debate.. and policy 
decision. . f ;-.’ - - .'.i' , / ■ v.v'- 

Size of Operations; 

, The official definition of small scale industrial units is- solely 
in terms of, the size of investments in plant and machinery. It is not 
related to the; overall size, of the assets, turnover, utilisation of 
funds or the: extent of indigenous, i or .foreign ownership of tha 
undertakings^ A 'small scale unit' could .be a part of an enterprise 
having overall assets or turnover of: erores of rupees. Such practices- 
can be easily resorted to by the corporate .antitles unde.r the Indian 
laws. Table-2 shows an illustrative list ,. of .some of the companies 
registered under the Companies Act , having claims to be constituents of 
the small scale sector even though yolume’ of their -turnover and assets 
w.ere very; large. Skefko India Bearing Co f, Ltd., a-, company With, more; 

23. For details, see the section on Ancillary Industries in 

Chapter-Ill. 



Table - 2 


Showing Actual Size of Operations of Some Small Scale Companies • 






(Rs. 

Lakhs) 

s. 

No. 

Name of the Small 

Scale Company 

PUC 

Total ■ 

Assets 

. Turnover : 

Higb Income 
Employees 


1 ■ 

2 

3 : 

' 4: ' 

5 

1. 

Skefko India Bearing 
Co. Ltd. (1980) 

8.02 : 

484.50 

■ 844 ' 

29 

2. 

Photophone Ltd. 
(1980-81) 

30.00 

441.72 

566.43 

25 

3. 

East India 

Carpet Co.Ltd.(1982) 

22.50 

284.61 

222.13 

7 

4* 

Fulford (I) 

Ltd. (1980) 

16.00 

248.69 

395,67 

11 

5. 

Ewac Alloys 

Ltd. (1979) 

16.00 

229.29 

393.81 

8 

6. 

Af co Ltd. 

(1982) 

60.00 

163.65 

222.81 

6 

7. 

Mercury Paints & 15.00 

Varnishes Ltd .(1980-81) 

161.83 

281.37 

7 

8. 

Roplas India 

Ltd. (1980) 

12.00 

99.07 

243.35 

6 

9. 

J.K. Helene 

Curtis Ltd. (1979) 

6.13 

78.17 

235.14 

3 

10. 

Nima Ltd. 

(1978) 

20.00 

77.59 

41.60 

— 

11. 

Vitro-Pharma 

Products Ltd. (1982) 

3.12 

75.81 

16.65 

1 

12. 

Dental Products 
of India Ltd. 

(1982) 

16.00 

61.27 

77.34 

2 


Source; Annual Reports of the respective companies. 

Note; 1. See the Appendix for details regarding small scale nature of 
the companies. 

2. Figures in brackets indicate the year for which the 
information relates to. 

3. High Income Employees are those drawing Rsi 3000 or more per 
month. 
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than Rs. 8 crores turnover is a registered small scale unit. Photophone 
Ltd., another small scale unit is registered for government purchases, 
has effected sales worth over Rs. 5 crores in 1980-81. Afco Ltd., a 
small scale unit registered for government purchases, was one of the 
,1,300 non-government companies in India out of a total of over 50,000 
which had a paid-up capital exceeding Rs. 50.00 lakhs. In 1982, it had 
assets of ’ over Rs. 1.63 crores and effected a turnover of Rs. 2.22 
crores. Ewac Alloys held total assets worth Rs. 2.29 crores and had a 
turnover of Rs. 3.94 crores and earned Rs. 1.23 crores as pre-tax 

i ■ 

profits in 1979* Similarly. Fulford (I) Ltd* in 1980 controlled assets 
of Rs* 2*50 crores and achieved a turnover of Rs* 3.96 crores which 
mounted to Rs. 6.39 crores by 1982. And yet these have been recognized 
small scale units! Indeed many of these are bigger than some of the 
medium scale units. 

It is also apparent that apart from, the general provisions of the 
Companies Act> 1956, there are no additional restrictions on small scale 
units regarding diversion of funds by way of loans to or investments in 
other companies or partnership firms or appointment of sole selling 
agencies, commissions and discounts paid or expenditure on publicity. 
Similar is the ease with regard to the salaries of the employees. There 
are small scale units employing people with very high salaries ( i.e* 
drawing more than Rs. 36,000 per annum)* For instance, there were nine 
employees in Indian National Diesel Engine Co Ltd* in 1979 whose 
salaries including allowances and other perquisites exceeded Rs. 3,000 
per month; four of them receiving more than Rs. 5,000 per month each. 
There were seven such employees each in Mercury Paints & Varnishes Ltd* 
(1980-81), Afco Ltd. (1981), and eight in Ewac Alloys Ltd* (1979). 
Skefko India Bearing Co. Ltd. and Photophone Ltd. have more than 20 such 
employees . 

If one goes by the size, the style of operations and the affluence, 
a number of companies qualifying for official patronage as small scale 
companies are hardly distinguishable from the large scale sector 
companies. One has to start asking if these were indeed the -small* 
units which were sought to be assisted under the policy? 
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Plan Priorities and Small Sector ; 

The small scale sector in India is not industry specific 
nevertheless constituents have a 'priority' under the Plans. The 
subsidies, concessions, services and other facilities, offered by the 
government agencies, are irrespective of the character of production 
basket of the sector. The initial assumption regarding the sector was 
that small scale units do not consume foreign exchange or other scarce 
resources as the sector is integrated with the local environment, and it 
would only be producing essential and consumer goods. And if larger 
investments in the economy are regulated through the industrial 
licensing system, the small scale sector being left free could not 
introduce investment distortions in the national process of planned 
development. Such assumptions do not hold good. The small scale sector 
is quite 'modern' and has claims on all sorts of scarce national 
resources. For Instance, it was observed that imported machinery 
accounted for nearly two-thirds of the value of total machinery 
supllied on hire-purchase basis by the NSIC during 1957-58 to 1972-73, 
with an increasing trend during the later years. It indeed was as high 
as 84 per cent in 1972-73.^^ The sector manufactures a wide variety of 
non-essential goods that would clearly fall under the luxury goods 
sector. In fact, because of the low priority assigned to consumption 
goods meant for the rich, production of a number of goods in the large 
scale sector is discouraged through prohibitive excise duties. The 
production of the same very items, however, gets subsidised in the small 
scale sector. The fast expanding small scale sector in these 
industries may Indeed be not an index of the efficiency or the emergence 
of new entrepreneurs but because of the possibilities of medium and 
large sized units being able to register themselves as small units. How 
significant is this factor in Introducing distortions in the planned 
economy needs an objective assessment. And to the extent it was so it 
was a violation of the spirit of a planned economy. 

24. Cf. S.K. Goyal , "A Study of the Hire Purbcase Activity of the 
BStional small Industries Corporation”, Indian Institute of Public 
Administration, New Delhi 1973 (Mimeo). 

25. Cf. S.K. Goyal, "Small Scale Sectori Some Policy Issues", a paper 
pYSsented at Seminar on The Role of Small Scale Industries in the 

Fifth Plan, March, 1974. "raafgann'gT l ' tutg of • FuBlic" ' MhtihlS tifgti’ggr 

Fd ' fif D d n r rr 
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; To sum up, the qualifying eriteria- for eligibility to state suppor.t/ 
as a small scale unit have been revised repent The criterion has, 

been wholly based on the size of investment in plant and machinery* It 
is not related' to.' the': volume of . tunover or/ other indicators of ' the size 
of' business o per at ions* ' 'The ' .c.ri te'rion 'also " ignored', ownarshi p' ' 
characteristics and " organizational,., 'locational, '; industry ' and technology "' 
aspects of the units* The process of rc'^^isions over the past three 
decades has enabled fairly large sized units to take c.dvantage of the 
state -patronage, contrary to the spirit of the basic rationale and' 
phiiosphy for promotion of the small scale sector. The introduction of 
■anc'iilary "uhits^' has' arvarlety .of implications and 'it Is time '''that ■■ 
these are evaluated objectively* In short, the criteria for small scale 
sector needs a substantiai revision so that one could provide a basis 
for- assisting the ''small” independent units instead of permitting the 
sector to become an escape route for big and influential industrialists 
to avoid taxes, obtain ■ cheap finance and .avoid various regulatory laws 
of the country* ' 



CHAPTER - III 


CONSHTOEliTS OF THE Smil SCALE SECTOR - A REVIEW 





V T.fe-b§si(i"’r'atidAal;c;\'fOT 'siS^ 's'paie f ectof hp??; t)een 

that this sector represented indepen.dently p.wnefi and pianage 4 -i 5 mall. 
enter Wild' 'C-h^-'ent-exp-pi s®-'-ha^' li;®-! t-ed ..atearnsy r-It 1 s 
because "of ■'the"lirti'ted' .cap^ital' th^t' hd is! ^dj4a^ie..,t'o'' latge, capJLtal 

investments in plant and machinery. The sitaii mais 'would' not have 
adequate funds to. buy. raw materials in biilk or realize other internal 
economies of scale. A small scale unitj it has been believed, does not 
have easy and "cheap credit as it operated outside the' framework of the' 
large organized sector; the already established large concerns could 
reach the national capital market whereas the small man had.', to remain., 
contend with local and personal contacts for raisin;g ..the .financial 
requirements of the enterprise. Similarly, a small scale unit cannot 
afford to have an independent marketing network, nor can it afford to. 
establish training and research wings for exclusive benefit of. its 
enterprise. In short, the small scale units are small in scale because 
of the limited resources of the entrepreneur; the spirit behind the 
assistance has been to Identify all such handicaps from which a small 
entfeprenuer suffers while the large and resourceful enterprises do not. 
If this was the background and objective of, the public policies towards 
the Indian small scale sector, it is necessary to examine ..if ..the 
beneficiaries of the policies have indeed been the entrepreneurs with 
small means. - This chapter is an attempt in this direction,. The 
undertakings covered are joint stock companies incorporated under the 
Companies Act, 1956. 

Large Houses in the Small Scale Sector; . 

The official definition of a small scale undertaking, as brought 
out in Chapter II does not take into account the 'ownership and control' 
aspects, of the small scale sector. The incentives, concessions and 
exemptions from the administrative regulations, available to "the small 
scale sector could attract Large Houses to establish small scale units. 
This indeed has been the case. Many ,Qf ;t,he large Industrial Houses 
have made no secret of this fact. From the published sources one finds 
that a number of small scale units, registered With the State Governments 
and other official agdncles established to promote small.- scale sector 
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are owned or controlled by the Indian Monopoly Houses and subsidiaries 
and associates of foreign companies. Since the official emphasis has 
been on the siee of investment alone, a good number of units of the 
large companies were extended the same patronage as is avail, able to 
small scale units.. ■ For instance, Saurashtra Chemicals, Junagarh (A unit 
of the Jiyajirao Cotton Mills - a Birla Company);, Fertilizer Mixing 
Works at Cochin of the Shaw Wallace & Company Ltd.; 12 units of the 
Indian Hume Pipe Co Ltd., (a Walchand Company) at different places in 
the country; Fertilizer Mixing Plant at Kottayyam of the East India 
Distilleries & Sugar Factories (now known as EID Parry Ltd.);. Steel 
Racks, Almirahs and Furniture unit at Jaipur of Godrej & Boyce Mfg. Co. 
were listed in the All India Directory •& Hand Book of Small Industries 
(19:66). This publication was brought out by the Federation of 
Associations of Small Industries of India (FASII). The same Directory 
also listed a number of companies which were Indian affiliates or. 
branches of transnational corporations (TNCs). 

Some of the Directors of Industries of the State Governments 
published lists of the small scale Industrial units eligible for 
facilities and. concessions available to the small scale sector. If one 
goes by these directories, one finds that there were a number of entries 
showing companies belonging to Large Industrial Houses (which have been 
listed as belonging to different . business and industrial Houses by the 
Monopolies Inquiry Commission, 1965 and the Industrial Licensing Policy 
Inquiry Committee, 1969) and well recognized TNCs. 

For instance, the Commercial Directory of Small Scale Industrial 
Units Registered under the Faetories Act , 1948 published (1962) by the 
Director of Industries, Maharashtra, included the following; Lakrae Ltd. 
(a Tata company), . Kamani Metallic Oxides Ltd. ( Kamani) , Mulraj Khatau & 
Sons P. Ltd. ( Khatau) , Kaycee Industries Ltd. ( Ba ja j ), Coates of India 
( Sird Heilgers ), Capsulation-Service Ltd. ( Rallis ), Fancy Net Ltd. 
( Thackersey ), Drayton Greaves P. Ltd. ( Thapar) , Suhrid Geigy Trading P. 

1. Federation of. Associations of Small Industries of India, FASII, All 
India Directory and Hand Book of Small Industries, 1966* “ 

2. Director of Industries, Maharashtra, Commercial Directory of 

Industries in Maharashtra, Part I: Small Beale Industrial UniTS" 
Regis te ted "Ohdet the Factotld's' 1948 in Ma'hh'tah'htta' 'Stat'd, 

BSmbay, r9B27 TT was .seated Ih thd Fofewotd~To''"EfiS' 'DifS'dt;'5dy“T!h‘5t 
it was prepared in pursuance Of the recommendations of the Small 
Scale Industries Board. , . 




( Sarabhai) , Business Combine P. Ltd. ( S.P. Jain) , Textile Engravers 
Ltd. ( Maf .. clal ), Lakaki Works Ltd. ( Kirloskar ), Bayer; .Agrochem Ltd. 
( Foreign Subsidiary ), Nicholas (I) Ltd. ( Foreign Subsidiary ), British 
Drug HoVisei'*'!) P. Ltd. ( Glaxo ), an-d Roche Products ?. Ltd. ( Foreign 
Subsidiary) . It also appears that service activities undertaken by 
large companies V7ere many a time viewed as independent entities for 
purposes of avaiJ,ing the facilities available to the small scale units. 
To illustrate; , 4vtusher* of Hindustan Construction Coi Ltd., 'Godown* . pf 
Hindustan -Lever Ltd., ’Tajmahal Hotel Bakery & Confectionery*, 'Bata 
Central Repair; , Shop' , 'Stone crusher ' for Mckanzies Ltd., Service ; 
Station ' of Motor Industries Co. Ltd. (MIGO - A foreign Subsidiary), a 
unit manufacturing jigs, fixtures, tools etc. of Bajaj Auto; Ltd. and 
'Drum Reconditioning' unit of Asnew Drums P. Ltd. were listed as small 
scale units in the same Directory. 

Similarly, the Directory of small scale industrial units in Madras 
State'"* listed Indian Standard Metal Company Ltd. ( Tata i; Sundaram 
Industries Ltd. (TVS), Indian Hume Pipe Co. Ltd. ( Walchand ), Marshall & 
Sons Co. (Mfg.) P. Ltd. ( Soorajmull Nagarmull ), Automobile Rubber 
Products P. Ltd. ( Chidambaram ), Speed-A-Way P. Ltd. ( Simpson ), 
Coromondel Frodorite Ltd. ( Murugappa i Chettiar ), Mount Mettur 
Pharmaceuticals Ltd. ( Seshasayee ), F’Orr & Sons (P) Ltd. ( Thiagara.ja ), 
Castrol Ltd. ( Foreign Branch ), Fenner Woodroffe & Co. Ltd. (subsidiary 
of Gordon : Woodroffe & Co. (Madras) F. Ltd., a Foreign Subsidiary ), 
Bluemount Ceramic P. Ltd. ( GEC ), South Indian Export Co Ltd. ( Foreign 
Branch), Iv.!. Bush Products P. Ltd. ( Farry/Foreign Subsidiary) as small 
scale units registered with the Director of Industries and Commsrce of 
the State. 


Similarly, other important and known cases of small scale units 

worth mentioning/ are; ■ Sharpedge (Joint venture of . Hindustan. - Lever and 

Escorts), Bakul Udyog and Business Combine ( SiiP. Jain) , Fordham Pressing 

(formerly FERA) ', Hodern Packagings ( J'ardine Henderson ) , Vitro-Pharraa 

Products ( Msllace ), Castall Corpn. ( Blrla ), Bombay Foods P. Ltd. and 

Laxmi Construction & Tdg. Co.' P. Ltd-, (both of Khataus) • and'-Ahia-edabad 

3. Government of ‘■HadrasV' 5iirector' "-df --industries and , Commerce. 
Directory of Small Scale Industrial Units in Madras Statei 1965 and 
; GdvernmenT"(rf"'TS'mi'l'riA'du''j ''.-Directof,' of IncusTrTt;^ ' and Commerce, 
Directory of Small Scale Industrial Units in Tamilnadu; Supplement 
• TO thd Se cUfid'''' E ' a;i:gibrTFrdS";l ‘ =-"i F n i ^ 



30 


Flexible Tube Mfg. Co. P. Ltd. ( Mangaldas Parekh ). These were among 
the beneficiaries of the Hire-Purchase scheme of the National Small 
Industries Corpn. Ltd.^ 

The examples cited in the foregolTjg paragraphs are to show that 
since the small scale sector has been defined on^-y in terms of the size 
of the assets of an operational unit without relating it to the 
ownership and control characteristics, it should be np surprise if ■Large 
Houses and TNCs were also able to have the patronage which was intended 
for the entrepreneurs with small and limited means. There was no 
restriction for the 'big' entrepreneurs toi avail of the facilities. It 
was indeed felt' in the case of some smaller companies belonging to the 
Tata and Birla Houses that "a good number of the companies of the two 
Houses may qualify for being awarded concessions under small and medium 
industries"!^ . • . - - ^ 

Industrial Policy and the Small Scale Sector; 

In 1970 it was decided to bring in the small scale units of thd 
Large Houses and TNCs under: the. Industrial Licensing System. It was 
officially stated that: (a) companies belonging’ to the 20 Larger 
Industrial Houses (LIE) as identified by the ILPICt (b) undertakings 
falling under the dominant undertaking category as defined in the MRTP 
Act , 1969 and (c) branches and subsidiaries of foreign companies were 
not eligible for exemptions from the industrial licehsing system on the 
plea of their being small scale units. ^ "In 1973 all undertakings 
registered under the MRTP Act, 1969 were made ineligible for exemption 
as was the case with the companies belonging to Larger Industrial Houses 
earlier. ' ' ' ' 


4. See National Small Industries Corpn. Ltd. j The Directory of 
Machinery Supplied on Hire-Purchase, New Delhi, r97'6. 

5. S.K. Goyal, Monopoly Capital and Public Policy — Business and 

Economic Pow dfV " mied7 ' ~r9 7 ^ ‘'' ' n:7l:: ^ — __ 

6. Cf. INDIA, Ministry of Industrial Development, Internal Trade and 
nimpany Affairs, Notification No. 713/IDRA/29B/70/I dated February 
19, 19/0 reproduced as Appendix I in INDIA, Estimates Committee 
(1971-72), Nineteenth Report : Industrial Licensing, pp. ,224-234. 



In 1975^ 'it was announced that small undertakings which are 

subsidiaries of or are owned 'or controlled by any other undertaking 

would not qualify to be treated as ancillary ■ small scale vimits* In 

1980^ this provision, was extended to all small scale units* The 

definition of a small scale unir no.w reads: , . . 

Undertakings ' having investm'eiit in plant and m,aehinery (v/hether 
held on ownership terms or ^ by lease or 'by hire purchase) not 
exceeding Rs# 20 lakhs*** Provided further that no (such) 
undertaking sh^-1 be a subsidiary ofv or controlled by any 
other undertaking* 

This change was probably a result of the recoTmneiidat ions of the Bhat 
Committee (1972)* The Committee had recommended exclusion of those 
small scale units whose managements were being directed from outside. 
This objective, it seems, was sought , tO' : be achieved' by referring tO' 
’control^ by other undertakings in the official announcements* There 
is, however, no legal definition of:. control under the IDRA, 1951. The 
concept of a subsidiary is legal and clear but to enjoy effective 

• Q • 

control one hardly requires majority equity." Therefore, while it 
sounds as if the ownership and control aspects have been taken note of, 
in the absence of any legal basis for assessing control, the official 
statements cannot have much operational significance. Even with regard, 
to the non-eligibility of the subsidiaries for being treated as small 
scale units one finds it difficult to understand why the Government took 
more than five years after it had decided that units which are 
subsidiaries of or owned or controlled by other undertakings should not 
be treated as ancillaries for small scale pacronage. (The subsidiaries 
of other companies were debarred from claiming the facilities and 
exemptions available to ancillaries in 1975)o Even the decision 
regarding ancillaries seems to have come very late in view of an earlier 
provision which precluded those units which were subsidiaries or were 
controlled by any large unit with regard to negotiations of contracts 
for supply of goods to thera.^^ 

7. Vide Press Note dated May 19, 1975 reproduced in Guidelines for 
Industries (1979), Part I, pp. Sec. V-7 to V-9. 

8. C£. Guidelines for Industries , 1982. 

9* Cf. ILPIC Report (Main),, op.cit., pp* 15-16. It was found that 
SUch less than ’^one-third*^’''oT "blie effective equity (total equity 
minus that held by passive shareholders like foreign collaborators 
and financial institutions) was enough for an existing management 
to continue to keep control over a company. 

10. See the section on ancillary industries in this Chapter. 
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Hoyle's Paints Ltd. ( Singhania) , a MRTP company since 1971, claimed 
in 1981 that the reported licensed capacity was "as per return filed 
with the Directorate of Cottage and Small Scale Industries, West 
Bengal". This obviously shows that the ccmpany was a registered small 
scale unit. Similarly, India Paint Colour & Varnish Co. Ltd. (Bangur) 
which has been registered under the MRTP Act since 1970, also said in 
its Annual Report for the year 1981 that the reported licensed capacity 
was "as per the return filed with the Directorte of Cottage and Small 
Scale Industries, West Bengal". 


Cartybon P. Ltd. (registered under the MRTP Act since 1970), a 

subsidiary of Chowgule & Co. P. Ltd., Electronics and Business Machines 

P. Ltd. (registered since 1975) and Shourie Duplicators P. Ltd. 

(registered since April 1977) were registered with the NSIC for 

government purchases as small scale units. The case of Cartybon P. 

Ltd. is particularly an interesting one. The company in its Annual 

Report for the year 1982 reported that 

The Company is registered with the Directorate of Industries Goa 
and since it is an undertaking having investments in fixed assets 
in plant and machinery not exceeding Rs. 10.00 lakhs qualifies as a 
'Small Scale Unit’ within the meaning of the rules framed under 
Section 29(B) of the Industries (Development and Regulation) Act, 
1951 (IDRA). However, since the Company falls under the category 
-of 'Undertaking to which Chapter III of the Monopolies and 
Restrictive Trade Practices Act (MRTPA) applies, the Company made 
an application, pursuant to the Notification No. S.O. 98(E) 
IDRA/298/73/1 dated 16th February 1973 for 'Carry on Business 
Licence' (C.O.B.) vide Company’s letter No. 403 dated llth June, 
1973 in response. to which the Central Government by their letter 
Mo. 16/( 13)(2)/73-C.I. dated 4th July, 1974, clarified that based 
on the fact that the labour strength employed by the Company waS 

t5^'5~T ha ' n“ ' Sg'TTte T::rr.B: LTc etice’-umEi - nfe - TD ' RA ^g-TrerTgqurPear"®' 

(emphasis adde^ 

Thus, while the company was. advised that it does not require a COE 
licence in 1974, the fact that it is registered with the NSIC even in 


13. Cf . Hoyle's Paints Ltd., Annual Report , 1981. 

14. These two cases also throw some light on another interesting 

f ractice in reporting of capacity data in company Annual Reports. 

hey give rise to the possibility of the figures reported under 
'Licensed Capacity' representing either (i) the capacity endorsed 
on Industrial Licence, or (ii) capacities sanctioned or returns 
submitted to various authorities like (a) State Directorates of 
Industries, (b) the DGTD, or even (c) the capacity stated in 
Factory Licence. 

15. See National Small Industries Corpn. .Ltd., Directory of Small Units 
Enlisted for Government Purchases , 1982. 

16. Cf . Cartybon P. Ltd., Annual Report , 1982. 
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1982, for government purchases, shox^s that the company is continuing to 
get the benefits , meant for small scale units and its. latest renewal for 
government purchases is valid until Decem.ber 1984.' , 

Thyristors Control Pvt. Ltd. (registered under the MRTP Act since 
25. il. 1978 as part of Reliarice Textile Group) and Dempo & Sons P. Ltd. 
(registered under the MRTP Act since 28.6.1974 as part of the V.S. Dempo 
Group) — Unit: Goa Paints Allied Chemicals — are two other MRTP 
companies registered with the NSI.C for government purchases as small 
scale units. It is significant that these corapanies got registered for 
government purchases during the ppst-1980 period (the former in August 
1982 and the latter in February 1983) i.e. after the ownership aspect 
has been incorporated in the definition of a small scale unit.. 

It also becomes' >'ident that- while small scale units which are 
registered under the MRTP cannot avail the exemption from the 

Industrial Licensing under the IDEA, since the actual definition of a 
small scale unit does not conceive of such registration, It becomes 
possible for MRTP con’..‘'t:'f is . to conti.n-ae to be registered as small scale 
units.; ■ 

R oplas (I) Ltd. ; 

The case of Roplas (I) Ltd. provides another interesting example of 
a small scale 'unit registered under the MRTP Act. The company reports 
that it manufactures 'fibreglass reinforced plastic products', for which 

it claimed that . licensing was not applicabl,e. From the .Prospectus as 

' ' . ' . ' 1..7 

well as its Annual Report for the year 1980 it I's evident that the 

company is claiming non-applicability of licensing by virtue of it being 

registered as a small scale unit with the Government of Maharashtra. 

The extracts from the company's Prospectus, reproduced below, give a 

brief history'of the company as also the circumstances under which it 

sought de-registration under the MRTP Act. -- 

The, Company was promoted, by Mahindra & Mahindra Limited, Bombay and 
Rul?ery Owen & Company Limited, Darleston, U.K... 



17. The Chairman of the company stated "According: to my philosophy for 
industry, especially small scale industry like ourselves, 
profitability in an i n cl: el^Tn g i.y c o m p e 1 1 1 iv e ‘ m 1 11 e u clep S ifff s” 1 o't 
only on cost consciousness ... hut on product diversification and 
advancement" (emphasis added). Gf. Roplas- <1) Ltd., Annual Report, 
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In 1971 the Company was registered under part A of chapter III of 
the Monopolies a S.estrictlve Trade Practices Act, 1969 (MAT? Act) 
as an inter-connected undertaking with Kahindra & Mahindra Ltd..* 

The Company was in 1972 registered with the Directorate of Small 
Scale' Industries ^or the manufacture of various industrial products 
made out of reinf reed fibreglass plasti . On the 26th April, 1978 
the 'Central Governraent by- notification amended its earlier 
notification . dated tiiO ioth February, 1573 dealing with the 
provisions for exemption from licencing under the Industries 
(Development A Regulation) Act , 1951 and non-eligibility of such 
exemption to undertakings to which Chapter III of the MF.TP Act 
applies. Ry the said notification of the 26th April, 1973, 307 
items are reserved for the Small Scale Sector. Fibreglass 
reinforced plastic products appear in the list of these 807 items. 
According to the Company's understanding, however, it is no more 
inter-connected with Mahindra & Kahindra Ltd.^and an application 
for de-registration has accordingly been submitted. The Board of 
Directors therefore believe that' the Company would continue to be 
regarded as a small scale unit. 


It is surprising that the company vzas referring to the April, 1978 
notification, while actually it should have applied for a C.O.B. Licence 
as per the February, 1973 notification itself which debarred MRTPA 
companies from claiming exemption from industrial licensing on the plea 
of being small scale units. However, the fact that the company got 
itself de-registered under the HRTP Act is revealed in its Annual Report 
for the year 1580.^^ The continuation of P.oplas (I) Ltd. in the small 
scale sector casts a doubt whether the present official policy on small 
scale sector can exclude Monopoly House controlled companies. It also 
demonstrates the weaknesses of the Indian anti-monopoly legislation. 


18. Roplas India Ltd., Prospectus dated April 23, 1979, p.5. 

19. However, the following facts underline that the company ( i .e . 
Roplas) is still a pari: of the house of Mahii')d’"as ; 1. Eesf^^s 
individual shareholders, who can be identified as belonging to the 
House, the list of top-ten sareholders of the company, dated June 
2S, 1980, shows that (a) Mahindra & Mahindra Ltd. holds l328i 
shares or 11.7 per cent of shares of the company; (b) Mahindra 
Sintered Products Ltd*, a subsidiary of Mahindra & Mahindra Ltd. 
holds 2801 shares or 2.33 per cent of shares of the company; (c) 
Dr. Beck & Co. Ltd*, a company identified by the ILPIC as belonging 
to the Mahindra Rouse and in which besides Mahindra & Mahindra 
Ltd., two of its subsidiaries are shareholders, holds 8401 shares 
(7.00 per cent) of the company; (d) Rubery Owen Holdings U.K. which 
is. also the collaborator for one of the subsidiaries of Mahindra & 
Mahindra Ltd., viz., Mahindra Owen Ltd., holds 11202 shares or 9.34 
per cent of shares of the company; 2. (a) The Chairman of the 
company was a former executive director of Mahindra & Mahindra Ltd. 
and he continues to be on the Board of Directors of Mahindra & 
Mahindra Ltd; (b) The Secretary bf Roplas (I) Ltd. was a former 
Assistant Secretary of Mahindra Sintered Products Ltd.; (c) Chief 
Administrative officer of the company was a former senior executive 
of Mahindra & Mahindra Ltd.; (d) .General Manager of the company ■was 
Project Manager of Vickers Sperry (I) Ltd., a company included in 
the Mahindra House by the ILPIC;, and 3. Both Mahindra Owen, a 
subsidiary of Mahindra A Mahindra Ltd. which is also registered 
under the MRTP Act, and Roplas (1) Ltd. were shown as Indian 
associates of Rubery Owen Holdings Ltd., U.K. in the Who Owns Whom 
published by Dun & Bradstreet, UJK. 
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Another question worth raising at this point is whether the small 

scale units which have been debarred from claiming exemption from the 

Industrial Licensing System .would.- remain' eligible.' for 'availing of the 

other benef itSj privileges and assistance provided to the small scale 

sector* The fact that such a possibility cannot be ruled out is 

suggested by the case of J.K^ Helene Curtis Ltd# The company which 

applied for a C.O*B* licence in 1980^81 as .it was no' more 'exempted from 

the ILSj continues to be listed among the small scale manufacturer-- 

members of the Basic Chemicals, Pharmaceuticals and Cosmetics Export 

20 

Promotion Council* , This was the case even as late as March 31, 1983. 

Control through Inter-Corporate Investments : 

So far we have been citing what appear to be obvious cases of 
Monopoly House companies* The names of the companies referred to are 
those which find a place in the official lists of companies registered 
under the MRTP Act or those identified by the Industrial Licensing 
Policy Inquiry Committee (ILPIC) and the Monopolies Inquiry Commission 
(MIC)# There are, however, a large number of ‘companies which either do 
not get themselves registered under the MRTP Act even though these are 
controlled by Industrial Rouses or happen to be controlled through 
minority equity holdings by foreign companies# The mere fact that a 
company identified by the MIC or the ILPIC, as belonging to a Large 
House is not registered or has got itself de-regis tered from the MRTP 
, Act , does not imply that the company had ceased to be under the control 
of the House# Roplas (I) Ltd#, described above, is a case in^point* 
Large House companies may have a lower level of equity participation in 
small scale companies without any loss of control or business 
coordination so that the controlled units keep reaping the benefits of 
the policy with regard to the small scale sector* 

To mention only a few cases of this category? The ITC Ltd# had 
promoted Tuff Tools International Pvt* Ltd* and Triveni Handlooms Ltd*, 
in the small scale sector# As of March 31, 1982 it held shares worth 
Rs. 1 lakh in each of these companies. The ITC also markets their 
products# It may be noted that neither of the two small scale units 

20* The Corporate Studies Group obtained from the Export Promotion 
Council a list of its Members as on March 31, 1983 which specifies 
small scale manufacturer-members- separately* 
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qualify to be subsidiaries of the promoting company. Similarly, each 
of the three Tata power companies viz. Tata Power Co. Ltd., Tata Hydro- 
Electric & Power Supply Co. Ltd. and Andhra’ Valley Power Supply Co? Ltd. 
holds BOO shares in Yashmun Engineers Ltd., a small scale unit, 
registered under the single point registration scheme of the NSIC for 
government purchases. The shares of these three companies account for 
27 per cent of the total equity shares (8800) of the company. In 
addition, the company reported the address of its sales office as "Tata 
Vidyut Karyalaya, Murzban Road, Eombay-1. Madura Coats Ltd. holds 
1070 shares (Rs. 100 each) of Hyderabad Electronic Instruments Ltd., a 
small scale The practice of large companies circtimventing the 

official policies regarding the small scale sector is further 
illustrated ■ by an ••adve.rtisement in the Economic Times » dated July 20,,,;; 
1982, which reads: ‘*A leading electronic manufacturing company wishes to 
collaborate (Financial, Managerial, Technical and Marketing) with a 
small scale manufacturer who qualifies for the manufacture of colour TV 
sets according to the present Government of India policy*'# After such 
wide*^i:anging collaboration, one wonders in what respect the small scale 
collaborator is not controlled by the large company? 

The cascof IJebel Jyoti Power Electronics Ltd. demonstrates yet 
another Inf'eresting^ practice cf getting ■ into /the small ' scale sector’ by 
large companies* The following facts emerge from a study of the 
prospectus of Webel Jyoti Power Electronics Ltd# Jyoti Ltd. entered 


21* Cf* ITC Ltd., Annual Report, 1982, pp. 21 and 31. The company 
cTaimed that **TuFf‘ Private Limited and Triveni 
Iladlooms Limited which were both promoted in the small scale sector 
by your Company would have suffered heavily but- for the ■ marketing 
inputs and nurturing of these ventures by ITC"* (p* 21) 

22* Cf* Annual Reports of Tata Power Co. Ltd*, Tata; Hydro * Electric & 
Fo’wer Supply Co. Ltd* and Andhra Valley Power Supply Go* Ltd., for 
the year 1979-*80* Yashmun Engineers Ltd. took over the Air 
Conditioning and Refrigeration Unit of National Radio L Electronics 
: Co. Ltd. in 1978. The senior manager of the Company was with the 
Tata Electric Companies before joining the company. In addition, 
the Vice-chairman ,6£ Managing Director and two Deputy Managing 
■ ’Directors'' of the Tata Electric companies are Chairm’an and Directors 
"/respectively Yashmun" Engih^rs' utd* " ;■ . v . 

23* . Hat ional ■ Small Industries ' Corp.n^,.Xtd., Di-recto.ry :Of Smakk Unit s 

’'‘Enlisted for Govetn'ment Purchases, 19/ 6' , Ad v e'f "t 1 s e m 

'TfilT'Td'f TslSTe”d thcrcdm'pany ■ ;:ai.so,,lp:Cat od a't,,-£he 


24# 'See Madura „Co,ats Ltd., Annual Report ,1,980-81;.^ ' ‘ p.l3» ■ 

25# Webcl Jyot|. Fewer Electronics Ltdv','- Frospectuy 'dated ’ Jutt^^ 18, '"’1979*: 
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into an agreement with the West Bengal Eiectirohics Industry Development 
Corporation Ltd. (WBEIDC) for setting up the company in the joint sector 
for manufacture of 'Thyristor Controlled Modular Dfive Systems'. The 
joint sector company has been registered' as a small scale industry with 
the Directorate of Cottage & Small Scale Industries,. West Bengal. Jyoti 
Ltd., besides taking up of 25 per cent of the fequity shares of the joint 
sector small scale company, supplied the technical know-how to the 
project. The Prospectus also reveals that the appointment of the 
Managing Director of the company is subject not only to the provisions 
of the Companies Act, but also to a provision contained in the financial 
collaboration agreement entered into by Jyoti Ltd. and West Bengal 
Electronics Industries Development Corporation Ltd. It may be noted 
that both Jyoti Ltd. and Webel Jyoti Power Electronics Ltd. have since 
been registered under the MRTP Act (w.e.f. February 24, 1982). ■: 

Exemptionf romlndustrial Licensing and Subsidiaries; 

It has been observed in the above that subsidiaries of other 
companies are excluded from the small scale sector since 1980, It 
should be expected that the policy would soon have been operationalized. 
This, however, does not appear to be the case. A realization of this 
seems to e suggested in the following Government decision of April 
1983. 

Henceforth, small-scale units and anc illar ie s , which are 
subsidiaries of or owned or controlled by any large or medium-sized 
undertakings, will not be entitled to interest concession, 
refinance assistance and relaxation in norms applicable to SSl 
units under the refinance sc'-ame. 

And,' , 

The development commissioner, SSI, has asked the relevant state 
government agencies to "derecognise" those registered small-scale 
units which are subsidiaries or are controlled or owned by large or 
medium-scalfe units. Such units will no longer be registered as 
small units.‘^° . 

Many large companies float subsidiaries to avail: of benefits meant 
for small scale sector. Table-3 lists a number of small scale 
subsidiaries of large companies, including those registered under the 
MRTP Act, 1969, which claimed exemption from the industrial licensing 
system. Mercury Paints & Varnishes Ltd. and Klran X-^Ray 'Scteexis Ltd. — 

Cf. Business Standard dated April 19, 1983. 
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1 . m in coliam 5 stands for Anrwal Beport of the comparer or i-s pare.it ccn^y. 

2. Also see the i^pendix for further details. 



both subsiaiaries of D.M. Ghia Investments Pvt. Lt4« ( Chia) , Ewac Alloys 
Ltd. -- a subsidiary of Larsen & Toubro Ltd. ( L&T) , Garment Enterprises 
Ltd. -- a subsidiary of Gold Mohur Mills Ltd. (Finlay), Flash 
Laboratories P. Ltd. — a subsidiary of Parle Products P. Ltd., Chefaro 
Pharmaceuticals Ltd. - subsidiary of Organon (I) Ltd. (a FERA company 
till recently), and Ankleshwar Ion Exchangers and Chemicals Ltd. — 
shbsidiary of Ion Exchange (I) Ltd. (a former FERil company) , claim that 
industrial licensing is, not applicable to them because they were 
registered as small scale units. 


The Indian National Diesel Co. Ltd., a subsidiary of Mahindra & 

Mahindra Ltd., ( Mahindra ); J.K. Helen Curtis Ltd; — a subsidiary of 

Raymond Woollen Mills Ltd. ( J.K. Singhania ); Roussel Pharmaceuticals 

Ltd. -- subsidiary of Hoechst Pharmaceuticals Ltd. (a FERA company); and 

Nima Ltd.' ■ — a subsidiary of Jyotl Ltd. ( Amin) report that they did not 

require a licence till recently, being small scale units, but have now 

applied for C.O.B. licences as a sequel to the change in the Government 

./policy. The auditors of East India Carpet Go. Ltd. ■ — a subsidiary of 

Oriental Carpet Mfrs. (I) Ltd. and Saurashtra Taints Ltd. — a 

subsidiary of Goodlass Nerolac Paints Ltd., indicate that they were also 

27 

small scale units. 


27. The usefulness of Auditors' Report to Shareholders, which is a part 
of company's Annual Report is often greatly reduced by the 
"phrasing" of the auditors' comments. Often these are open to 
. multiple interpretations. For instance, the auditors have to state 
■ in their report whether a company has complied with the provisions 
of Section 58A of the Companies Act, 1956 and Companies (Acceptance 
of Deposits) Rules, T97~T. WF" have observed earlier that small 
scale units are exempted from compliance of these rules. The 
following are a few types of reporting by auditors on this aspect. 

1. The provision of Section 58A of the Companies Act, 1956 is not 

applicable to the company since the company is a small scale 
industrial unit. (East India Carpet Co. Ltd., Annual Report, 
1983, p.25). . 

2. In our opinion and according to the information and 
explanations given to us, the provision of Section 58A of the 
Companies Act, 1956 and the Companies (Acceptance of Deposits) 
Rules, 1975 with regard to the deposits are hot applicable to 
the company (Saurashtra Paints, Ltd., Annual Report, 1983, 

"'p.45).’ vr' 

3. The company has not accepted any deposits during the year from 
the public which would attract the provisions of Section 58A 

■ ' of the Companies Act, ,1956. (Sun-Sip Ltd., Annual Report, 

^ p.41.). 


(Contd . . . ) 
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Bombay-Burmah Trading Gorpn. Ltd. ( Wallace ) provides another 
interesting example of large scale companies continuing to operate in 
the small scale sector through their subsidiaries. The company’s Annual 
Report even for the year 1982 reveals that Vitro Pharma Products Ltd., a 
wholly owned subsidiary, and another subsidiary Dental Products of (I) 
Ltd. (a former FERA company and in which the current foreign equity 
level is 30 per cent) are small scale units. In addition, Afco Ltd., 
another wholly owned subsidiary of the same company is continuing to 
claim non-applicability of industrial licensing to its manufacturing 
activities and this subsidiary has been registered with the NSIC for 
government purchases as a small scale unit.'^ In short, the Bombay 
Burmah Trading Gorpn. Ltd., a company with assets and sales turnover 
exceeding Rs. 20 crores has at least three small scale subsidiaries and 
this is the situation in 1982! 


In addition, one comes across a number of subsidiary companies, 
including those of the MRTPA registered companies, which claim non- 
applicability of licensing but neither the company explains the reasons 
for the non-applicability nor the Auditor’s Report gives a clue as to 


.4. The cotapany has not accepted deposits from the public during 
the year within the meaning of Section 58A of the Companies 
Act and the rules and directives issued by the Reserve Bank of 
India from time to time (Chanda Paints (Madras) Ltd., Annual 
Report , 1982, p.57). 

There are other variations such as "the company has not accepted 
any deposits from the public" or "the company has complied with the 
provisions of the Companies Act with regard to the deposits 
accepted from the public", it may be observed that among all 
these, the first mentioned clearly and directly states that the 
company was a small scale unit; the second one indirectly implies 
that the company was a small scale unit as the provisions of the 
Act are not applicable; and the third and fourth are amenable to a 
number of interpretations. The concerned company may not have 
accepted any deposits at all, or the deposits accepted do not fall 
under the definition of 'deposits’ as defined in the rules or the 
company could be a small scale unit and hence the deposits accepted 
by It So not attract the provisions of the Act. It may be noted 
that Chanda Paints (Madras) Ltd. was in fact promoted in the small 
scale sector. 

For purposes of this study a company is taken to be a small scale 
industrial unit, if the provisions or Section 58A of the Companies 
Act, 1956 and the Companies (Acceptance of Deposits) RulA’S, '1973 
are fep'd'tted to be inapplicable to it unless non-acceptance of 
deposits is stated as the reason for such non-applicability. 

28. National Small Industries Corpn. Ltd., Directory of Small Units 
Enlisted (Under Single Point Re g i s t r a t lTO" S hTfgigS )n^^ 

— r3ycr *g!ra ''~ p!Ti ' g ' na i~ ^aTr ~~ iHa{ r st T i ' S ' s “Trurpir: — crarr 
DlKctdi'y of Small Scale Units Enlisted for Government Purchases, 
' 1 9 82 ' ; -; ; — 


whether the company is a small scale unit. Eastern Abrasives Ltd. 
(subsidiary of Carborundum Universal Ltd.), Chandigarh Super Foods Ltd. 
(subsidiary of Sun-Sip Ltd.) and A.P. Industrial Components P. Ltd. 
(subsidiary of Eureka Forbes Ltd.) are a few such cases. Forbes Forbes 
Campbell & Co. Ltd. is the ultimate parent of A.P. Industrial Components 
P. Ltd. The subsidiary company, which is also registered under the 
HRTP Act , claimed non-applicability of industrial licensing while 
reporting a production of 678 water purifiers for the year 1982-83. The 
company's Annual Report for the year 1981-82 shows that it had plant and 
machinery worth Rs. 45,086 (original cost) which was acquired during the 
year. In this case, the possible reasons for claiming non-aplicability 
could be that the company is a small scale unit; registered or 
otherwise. Alternatively, the company might be treating itself to be 
outside the IDRA since it has lesser labour strength than the minimum 
required under the Act or because the items produced do not fall under 
the Scheduled Industries. The oft amended Notification No. S.O. 
98(S)/lDRA/29B/73/l dated February 16, 1973 which governs exemptions 
from industrial licensing does not make registration as a small scale 
unit obligatory for availing of the exemption. While this may have been 
intended to reduce problems for genuine small units, this can provide an 
escape route for many others from industrial licensing provisions. 

Divisions of Large Companies as Small Scale Units ; 

Under the Companies Act, 1956 each company is under legal 
obligation to report on the total licensed capacity and production of 
different items irrespective of the location of the manufacturing 
activity undertaken. We have, however,, come across cases in which for 
some units a company reports holding of a licence while for other 
manufacturing units of the same company (often manufacturing the same 

29. The Government of India. jNotification No. G.S.R. 494(E) dated 
October 30, 1973 requires companies to furnish details -regarding 
their licensed -and installed' capacities and the actual production 
made during a financial year as .part of the 'Notes' to the 'Profit 
and Loss Account'. For purposes of disclosure, ■ the items for which 
the company is holding seperate industrial licences shall be 
treated as seperate classes of goods but where a company has more 
than one industrial licence for the production of the same item at 
different places or for expansion of the licensed capacity, the 
item covered by all such licences shall be treated as one class. 
Cf. INDIA, Ministry of Law, Justice and Company Affairs, Companies 
IFt, 1956 (As modified upto the 1st July, 1975), 1976, p,417. 
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product), the company claims that no is needed as the 
manufacturing unit was regis tered as a .small scale one. The Indian 
Standard Metal Co. Ltd. (Tata) claimed non-applicability of the 
licensing provisions to its Madras unit in its Annual Report for the 
year 1980 while continuing to report the licensed capacities of its 
Bombay unit.^^ We have cited earlier that the company had a registered 
small scale unit in Madras. Similarly, from the FASH Directory, cited 
earlier, we find that Sirdar Carbonic Gas Co. Ltd, (Thackersey) had 
small scale units in Andhra Pradesh and Delhi. The company mentioned 
in its Annual Report (.1981) that the reported installed capacity of 
carbon dioxide "includes capacity of factories for which no licence was 
required",^^ Paper Products Ltd. claimed in its Annual Report for the 
year 1979-80 that its Hyderabad, Kalyani and Faridabad plants did not 
need licences as they were small scale units. 


Dalrnia Ceramic Industries Ltd. (Rs. 2.77 crores assets and Rs. 4.16 
crores sales in 1980-81) has two mai^uf actur ing units; One in 
Dalmiapuram, Tamil Nadu and the other ip Hospet, Karnataka. This 
company reported a gross block (Plant & Machinery) of Rs. 119.35 lakhs 
as on 30.6.1981. The fact that the company has been registered for 
government purchases with the NSIG suggests that one of the units of the 
company is a small scale unit. Similarly, M.M. Rubber Co. Ltd. (Rs. 
5.20 crores assets and Rs. 7.29 crores sales in 1980-81) has a Small 
scale unit in Anna Salai, Madras for the manufacture of latex foam 
rubber products. The company has another manufacturing unit in Ranipet, 


Tamil Nadu for the manufacture of biaxially oriented polypropylene film :. 

for which it obtained Industrial Licence in 1976. The company is ! 

continuing its registration with the NSIC for government purchases of 
latex foam rubber products.^^ . I 


30. 

31. 

32. 

33. 

34. 


Investment Corporation of India Ltd., Annual Report, 1979-80, p.23. 
Cf . FASH Directoy, op.clt. 

Cf . Sirdar Carbonic Gas Co. Ltd., Annual Report , 1981-82, p.23. 

Paper Products Ltd., Annual Report, 1980-81, p.27. 

See Annual Reports for the year 1980-81 of Dalmia Ceramic 
Industries Ltd. and M.M. Rubber Co. Ltd., Prospectus issued in July 
1978. of M.M. Rubber Co. Ltd, and Directory of Small Units Enlisted 
(Under single Point Registration •S g tI 51i T )"T oT'^ ( j (W5Thm ig gr ' TuYtha ' g 1 & ^ 
19^80 ahd Dlrhctoty nf Small UhltS ' Hnl'istdd ' fbt tjovernmeht 

Purchases , ■"*T7S'2 ^ubtl slTST*^ "TEFTfrfrrraar Sm"m TSdTTgTTTS^ 

CT T PDraC16 n Ltd. 
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Take Over of Small Scale Units by Large Companies ; 


It is interesting to find that large companies when they takeover 

already existing small scale units (either through merger or by making 

them subsidiaries) tend to continue to claim the exemption from 

industrial licensing system available to the small scale sector. Ne'w 

Standard Engineering Co. Ltd. which amalgamated Indian Furnance Co., Ltd. 

in 1977, for instance, claimed non-applicability of the licensing 

system in respect of the merging company’s capacity on account of it 

being a small scale unit even in 1978-79.^^ Goodlass Nerolac Paints 

Ltd. a Tata House company (and also a former FERA company in which 39.5 

per e.ent of the equity capital is still held by the Lead Industries 

Group Ltd. U.K.), took over two small scale units , viz ., Chanda Paints 

(Madras) Ltd. and Saurashtra Paints Ltd., which became subsidiaries of 

the company during 1980. These two companies continued to claim nor- 

applicability of industrial licensing to them even in 1982.'^ These two 

units, along with their parent company, got themselves registered under 

the MRTP Act with effect from December 31, 1981. The case of the 

pharmaceutical division of Kemp & Co. Ltd., taken over by Morarjee 

Gokuldas Spg. & Wvg. Mills Co. Ltd. also serves as an illustration of 

the, above practice. The latter reported that "the licensed capacity for 

Pharmaceutical Division has not been given as the same Is presently 

under the category of a Small Scale Industry, registered with the 
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Directorate of Industries, Government of Maharashtra". Similarly, 


35. New Standard Engg. Co. Ltd., Annual Report, 1978-79. It was 
reported that "Indian Furnace -Coi 'Ltd. iS tfel'ted as a small sca3.e 
industry under Industrial Licence No.MH-68/J-138 dated 16-9-1974, 
hence the figures of licensed capacity of item No.K(ii) have no': 
been given" (p.28). 

36. Goodlass Nerolac Paints Ltd., Annual Report, 1983. It is also 
Interesting that Chanda Paints (MadrAS) Ltd. under the column 
'Production for Sales' reported that it manufactured and/or 
reprocessed liquid paints, cement paints and synthetic resins 
(including varnishes) on behalf of the holding company. Saurashtra 
Paints Ltd. reported that in addition to the reported quantity of 
'production for sales', it manufactured certain quantity of paints, 
enamels, stiff paints, .cement paints, cement colours, varnishes 
etc. and resins on behalf of the holding company, viz., Goodlass 
Nerolac Paints Ltd. In contrast to this, the .phtant company 
reported that "production does not include goods processed 
outside", which obviously includes the quantities produced by 
Chanda Paiiits... (Madras) Ltd. and Saurashtra Paints Ltd. for it. 

37. Cf. Morariee Gokuldas Spg. & Wvg;,"Co,.i Ltd., Annual Report, 1981-82, 

pTL7.. ' ' - 
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Thana Electric Supply Co. Ltd. which had been registered under the MRTP 
Act till October 1978 as part of the Bombay Suburban Group, took over 
Electric Transformer and Equipment Co. Ltd. as a subsidiary in 1979. 
Subsequently, the subsidiary was amalgamated with the parent company in 
1981. The fact that Thana Electric Supply Co. Ltd. ( Assets: Rs. 11.51 
crores and turnover: Rs. 4.33 crores in 1982) is now registered with the 
NSIC for government purchases ( for transformers) clearly shows that the 
company's transformer division is treated as a small scale unit. 

Chains of Small Scale Companies : 

The policy towards the small scale industry, currentl, in vogue, 
specifies that a unit in the sector should not be a subsidiary of or 
owned or controlled by any other undertaking. We have already 
illustrated how Large Houses can control small scale units through 
inter-corporate investments. The fact that the practice is not confined 
to Large Houses alone is illustrated by registered small scale units 
like (i) Universal Carbon Ltd., 1830 shares (24%) of which are held by 
Subarna Plantations & Tdg. Co. Ltd., (ii) Stencils & Stencils Ltd., 1000 
shares (14%) of which are held by Subarna Plantations & Tdg. Co. Ltd., 
and (iii) Tablets Ltd. in which Little's Oriental Balm & Pharmaceuticals 
Ltd., another small scale unit, held 9000 shares (9%). Similarly, two 
separate units of Central Paints Ltd. (Paints and Central Insecticides & 
Fertilisers) and its subsidiary, Savlar Paints Ltd. were registered with 
the NSIC for government purchases. Shetty's Pharmaceuticals & 
Biologicals Ltd., another small scale unit held 700 equity shares in 
Shetty Distributors. Farmak Ltd. was a wholly owned subsidiary of 
Aphali Pharmaceuticals Ltd., both of them being small scale units. 
Photophone Ltd., a small scale company,, has a x^holly owned subsidiary by 

O Q 

name Photophone Projectors Ltd. One can find many niore examples of 

38. Information on investments is taken from the Annual Reports of the 
respective investing companies. Universal Carbon Ltd., Stencils & 
Stencils Ltd., Central Paints Ltd., Savlar Paints Ltd., Tablets 
Ltd. and Photophone Ltd. were registered for government purchases 
(See Na_tional Small Industries, Corpn. Ltd., Directory of Small 
Units Enlisted for Government Purchases^ r78DT~ StTeTTT^ 
Phhf B'adfeuticdl S 5 BibidgicAls Ltd! STso registered for 

f overnment purchases (see National Small Industries Corpn. Ltd., 
irectory of Small Units Enlisted for Government Purchases, 1976). 
FSTsak' LTdr-cignrsa ‘TOg==a g ' grrddbii fTy~ d ' f ' "iiegfi ' 5ih g“-7;a^ ^ of 

being a small scale unit (see AR 1981) while its parent company, 
which also claimed non-applicability of licensing was among the 
small scale manufacturer-members of the Basic Chemicals, 
Pharmaceuticals and Cosmetics Export Promotion Council. 
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small scale companies interconnected with other companies through 
intercorporate investments.'" 


The TTK Group; 


■This practice can logically be expected to lead to the formation of 
well-knit groups of small scale unitrs, the constituents of which are 
under, control of a few individuals/families. The possibility of such 
groups becoming very large in course of time is evidehced by the TTK 
.group. 4 number of companies belonging to the TTK group .^were 
registered as small scale units.;: .r; The directory of Small Scale 
Industrial Units in Madras State, 1965, referred to earlier, lists: (i) 
Orient Pharma Pvt. Ltd,;, (ii) Gswal Pen Co.; (ili) Orient Cosmetics 
Pvt. Ltd.; (iv) Time Aids (1) Pvt. .Ltd,; (v) U.M.S. Blade Factory (A 
Unit of T.T. Pvt. Ltd.)^ Tortoys Pvt. Ltd.; and (vii) Right Aids 

(Orient), Pvt. Ltd. of the: group. ^ The group now, proudly announces: 


From' a small beginning in 1928 as an agency distributing consumer 
products of Jjey.er Brothers, the TTK Group has grown into a 

multi-product manufacturing conglomerate... Today the Group 
comprises 14 major companies manufacturing a.rahge of consumer 
products. Prestige pressure cookers. Woodward's gripe water. 
Kohinoor contraceptives. Tantex Hosiery. Preet mixies and 
Kitchenware. Westclox timepieces. Williams shaving cream. Kiwi 
shoe polish. Maps and atlases... In the last decade, Group 
turnover has increased from Rs. 9.9 crores to Rs. 64 crores while 
the pre-Tax Profit of the GroupAf^ompanies has. multiplied more than 
five-fold over the same period.^' - 


39. It would not be surprising to find a number of small scale units 
having 'associates’ and 'sister concerns'. For instance, Directory 
and Vrho is Who of Faridabad Industries, 1973 (published by the 
l-aridabaU~LhdtrsCng'g "AssbcTAtxon) Infbrms that (i) R.D. Victory & 
Co., and Victory Steel Sales P:. Ltd. were associates of A.J. Main & 
Co. Engg. P. Ltd., a small scale unitL (ii) Capital Bus Service P. 
Ltd., Associated Service Station and Bharat Finance P* Ltd. were 
associates Of Associated Traders & Engineers P. Ltd., another small 

■, • scale unit.; (iii) G. William (Fabrications)-Pvt. Ltd., a small 

scale unit, had associates in.^■G." Williams & Co. P. Ltd. and 
Bertrams - Stott (;I)TLtd.; (iv), Indure Malleale:i& Alloy Castings P. 

• Ltd., a small scale unit Was an associate of Hindustan Dowidat Tools 
Ltd.; (v) Qualitex Machinery P.i.Ltd., a small scale unit was an 
associate of Qualltex P. Ltd.; -and (vi) Deepak Pneumatics P. Ltd. 
and Khosla FoTindry .P. Ltd. were*: two small scale associates of K.G. 
Khosla Compressors Ltd. Apar^t from closely related groups of 
persons'/faftilies Owning suen associates or sister concerns, inter- 
corporate investments is ahoth'er": method through which such groups 
of 'companies axe; formed. . 

40. This advertisement ; appeared in the.. ;Times of India dated October 18, 

1982. ■■ I ’ ■■■'i'’ ■ 
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Safety Match Industry: 

Metal Powder Go. Ltd. was given approvals under Section 297(1)^^ of 
the Companies Act, 1956, ;to enter into contract with a large number of 
partnership firms and companies, a majority of which were in safety 
matches and fireworks industries.^^ Manufacturing of safety matches 
and fireworks is reserved for the small scale sector. Thus most of 
these units may indeed be small scale units. Since approval was given 
under Section 297(1), it means that the directors of Metal Powder Co. 
Ltd. or their relatives were interested in these units. The nature and 
circumstances under which these contracts were entered into need further 
investigation. Moreover, some of these units appear to be operating in 
close, co-ordination with each other. Tor instance. Hind Matches Ltd., 
Standard Match Industries P. Ltd. and Standard Match Industries marketed 
matches under the brand name 'SUN FLOWER'. The first two have a common 
registered office address. Similarly, Tenzing Match works used 
'CHAVI', the registered trade mark of Asia Match Co. P. Ltd. 

Menezes Group ; 

Cosme Matias Menezes Group of Goa appears to be another group 
containing many small scale units. Out of the 14 constituents of the 
group, Colfax Laboratories P. Ltd., Carter Wallace Ltd., Leukoplast (I) 
P. Ltd. and Rapidur (India) P. Ltd. were registered with the NSIC for 


41. Under Section 297(1) of the Companies Act, 1956 companies with paid 
up capital of more than Rs. "I" ciof'd" need ■td'"'''g;"et the approval of the 
Government in respect of the contracts that may be entered into by 
a director of the company or his relative, a firm in which such a 
director or relative is a partner, any other partner tn such a 
firm, or a private company of which the director is member or a 
director, with the company. Cf. Companies Act, 1956 (As modified 
upto the. 1st July, 1975). ^ r-- 


42. Metal Powder Company Ltd. w'as given approval under Section 297(1) 
for entering into contract with (1) Nadar Press Ltd. and 21 other 
parties for purchase of goods, (2) National Fireworks Factory and 
32 other parties for sale of goods, (3) Standard Fireworks 
Industries, (4) Rajaratnam Fireworks Industries, (5) Imperial Match 
Works, (6) Jayam Match Works, (7) Chinnapa Colour Match Works, (8) 
Janaki Match Works, (9); Raj Match Works, (10) Jasmine Match Works, 
(11) Alpha Match Works, (12) United Match Works, (13) Alpha Paper 
Caps Inds., (14) Asia Match Co. P. Ltd., (15) Rukmani Match Works, 
C^-o) Standard Match Inds., (17) Hind Matches Ltd., (18) Bell Match 
Bell Fireworks Co., (20) SV.K. Meenakshi Sundar Nadar, 

(21) Standard Fireworks P. Ltd., (22) South India Lucifer Match 
Works, (23) Tenzing Match Wo^^®» (24) Standard Match Inds. P. Ltd. 

Boopathy Match Inds'. (Cf. Company News and Notes, February 
1980 issue for (1) and (2); N o v eifiTir" 1 9 8 O’TS'sTrSTE 5'Y" ( 3 ) to (23): 

(24); and September 1982 issue for (25). (16) 

(22) and (23); were registered for government purchases as small 
scale units.' ■ 



51 


governinent purchases being siaaXl scale units.^^ Another company of the 
group, is reported to be collaborating with Peico Electronics & 
Electricals Ltd., as a small scale manufacturer of hearing aids, an 
item reserved for production in the small scale sector.^^ 


Khaitan Group: 


Khaitan Electricals Ltd. is one of the three manufacturing 
companies in the Khaitan Group, the other two being Khaitan Tibrewala 
Electricals Ltd.(sales Rs.4.87 crores in 1981) and Khaitan Fans Pvt. 
Ltd. (The company achieved a turnover of Rs. 3.35 crores during the 
first six months of 1983.) The group is reported to have extended 
technical know-how to the Kerala Government (including adoption of brand 
name) and is on the "threshold of extending similar consultancy to other 
parties outside India". ’Khaitan' is also said to be "in the forefront 
of fan industry". It is interesting to note that both Khaitan 
Electricals Ltd. and Khaitan Tibrewala Electricals Ltd. are registered 
small scale units.^^ 


Universal Radiators Group: 


There are a number of companies and partnership firms in the 
Universal Radiators Ltd. group. The available information shows that 
at least three companies belonging to this group, namely, Universal 
Heat Exchangers Ltd., Southern Press Tools Ltd. 'and Manju Electrical 

A'r ' . , , ■ ■ ■ 

Industries P. Ltd. are in the small scale sector. ° 


43. See National Small Industries Corporation Ltd-, Directory of Small 
Units Enlisted for Government Purchases, 1976 f -f IhrllT 
tompahies. Tor Rapiduf CTncia; Jf. Ltd. see National Small 
Industries Corporation Ltd., Directory of Small Units Enlisted for 
Government Purchases , 1982. 

44. See also the section on large companies trading the products of 
small scale units in Chapter IV. 

45. See the Prospectus of Khaitan Electricals Ltd., dated November 14, 
1983, for further details about the Group. The company took over 
the business of Khaitan Electricals, Fafidabad, a unit registered 
with the NSIC for government ' purchases and the company is now 
registered with the, Director of Industries, Haryana vide 
Registration No. 05/12 /04393/PMT/SSl. Khaitan Tibrewala 
Electricals Ltd. Is also registered with the NSIC (See National 
Small Industries Corporation Ltd., Directory of S mall Unite d 
Enlisted for Government Purchases , 19827^: 

46. Universal Radiators Ltd. is one. pf the .companies registered with 
the DGTD for manufacture of autoniobi'le radiators. According to the 
information available from Ancillaries From India, published by the 
Engineering Export Pro in b'i'' apune i 1 ' '('19 ’8'2 ) , the Universal 

' (Contd.. .) 
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respect it may be useful to refer to the Report of the 
Sachar Committee which while recommending additional exemptions and 
privileges to small private limited companies (whose PUC does not exceed 
Rs. 5 lakhs) suggested the following conditions so as to "safeguard 
against adjuncts or appendages of large scale business creeping into 
the exempted fold." The Committee suggested inter alia, that 

(a) the small company does not have a body corporate other than a 

Government Company or statutory body, or a public financial 
institution or a bank, as its shareholders and . 

(b) the small A<^mpany does not invest in shares of another body 
corporate.^^ 

It appears necessary to incorporate such conditions in the case of 
small scale industries too. 


Transnational Corporaions in the Small Scale Sector ; 


The Foreign Investment Policy Statement of 1949 visualized that 
India being a capital scarce country, foreign capital would help her to 
achieve a higher rate of investment and thereby would promote economic 

AQ 

growth. ° The inflow of foreign capital was, in particular, expected to 
ease foreign exchange problem during the initial stages of the planned 
process of economic development. It was also argued that since 
technology and capital often flow in the form of a package, the entry 
of foreign capital in India would also facilitate inflow of modern and 
sophisticated technologies, particularly in the industrial sector. 
While the need and the importance of foreign capital was appreciated it 
was recognised that foreign investments could not be permitted at the 
cost of the development of national entrepreneurship, indigenous 


Radiators group consists of (1) Universal Radiators Ltd., (2) 
Madras Radiators and Pressings Ltd., (3) Kempf (I) Ltd., (4) 
Universal Heat Exchangers Ltd., (5) Manju Electrical Inds. Ltd., 
(6) Universal Brakes P» Ltd., (7) Haryana Radiators Ltd., (8) ACM 
Castings P. Ltd., (9) Deccan Radiators & Pressings P. Ltd., (10) 
Unimecn Inds. Ltd., (11) Southern Press Tools Ltd. and (12) 
Coimbatore Pressings. A scrutiny of the Annual Reports of some of 
these companies not only confirms the existence of the group, but 
also shows that it is a much larger one. While companies (4) and 
(11) informed in their Annual Reports that they are registered as 
small scale industries, the company (5) is registered with the NSIC 
for government purchases. 

47, INDIA, Ministry of Law, Justice, and Company Affairs (Department of 

Company Affairs), Report of the High-Powered Expert (Committee on 
Companies and MRT F • Att ' ST ~ I ' 978 ' 'r ~ PP» ' ^3 6. 24. ; — ' — 

48. Foreign Investment Policy Statement, April 6, 1949 made by the then 
Prime Minister Jawaharlal Nehru In the Constituent Assembly 
(Legislative). 
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technology and national priorities. The foreign ; private capital, 
thereforej was assigned a role within the overall framework of planned 
development and regulations. 

The Jndian economy faced a serious foreign exchange, crisis during, 

the late ’fifties. To meet the 'situation, the Government, decided, to 

relax the terms and conditions of entry of foreign private , capital into 

the Indian economy. Instead of restricting foreign private capital , to 

industries wherein indigenous technologies had not been developed, the 

Government decided to permit (and even prefer) industrial projects which 

had foreign associates to take care of the foreign exchange costs 
'49 

involved. The placement of a premium on foreign participation 
encouraged the entry of new TNCs and enabled the ones which already had 
a foothold in the country to expand and make entry in a number of 
industries which were either reserved for the public sector or were not 
open to foreign capital* 

The official criteria for a small scale unit, as; discussed earlier, 
has been in terms of the size of investment in - the .manufacturing unit* 
Until 19.70, there we^'e no restrictions on the entry and operation of 
foreign private capital in the small scale sector. A,, number of foreign 
controlled companies operating in India had been registered as small 
scale units, during the early ’sixties. It does not, therefore, appear 
to be' any surprise if well known foreign companies like Coates of India 
Ltd., Bayer Agrochem Ltd., Nicholas (I) Ltd., Roche Products Pvt. Ltd., 
find a place in the list of small scale units in the Maharashtra State 
in 196"2*^^ The All India Directory and Handbook of Small Industries 

C i ■ 

(1966), published by the Federation of Associations of Small 
Industries of India (FASII), listed the Delhi unit of the Britannia 
Biscuit Company Ltd. (then a foreign subsidiary) as a small scale unit. 
Similarly, Minimax Ltd, Ranchi and Monotype Corpn. Bangalore (both 
operating as foreign branches in 1966) and Avery Co. of (I) Ltd., then a 


LLFiC ReportV:,o£|r;c^. ■ ^ 

50, Director of Industries, Maharastra, Commercial Directory of 
Industries in Maharashtra Part I — Small' Scald IhdustfiSi UniTT 
Re!Ti's'fg'fed“TInaer tne Fac't'orx e s "Sc t, 194 S 'ih ft Ahar'a s h t r a SY&Te , 

51. Cf. Federation of Associations of Small Industries of India, FASII, 
AXl India Directory and Hand Book of Small Industries , 1966. " 
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foreign subsidiary, were among the other TNCs included in. 'the FASII 

Directory. Castrol Ltd. UK., had been operating in India as a foreign 
branch till recently. The company's Madras unit was one of the small 
scale units registered with the Director of Industries and Commerce, 
Government of Madras (1965).^^ General Electric Co. of (I) Ltd. (GEC) 
provides another example of a transnational company which operated in 
the small scale sector through a number of subsidiaries viz. Eluemount 
Ceramics (P) Ltd., Sankar Electricals (P) Ltd. and India Transformers 


In 1970, the Government announced that foreign companies operating 
in the country's small scale sector would not be exempted from the 
obligations of the IDRA, 1951. ^^ For general policy purposes, foreign 
companies were to be treated on par with companies belonging to the 
Larger Industrial Houses. The non-applicability of the exemption was 
later (1973) extended among others to "undertakings owned by foreign 
companies, their branches or subsidiaries or companies in respect of 
which more than 50 per cent of the paid-up equity share capital is held 
directly or indirectly by foreign companies, their branches or 
subsidiaries, or by foreign nationals or non-resident Indians". In 


52. W.J. Bush Products Pvt. Ltd., then a foreign subsidiary and 
Chelpark Co. Ltd., Maypar Leather Mfg. Co. P. Ltd. and South Indian 
Export Co. Ltd. (these have later got registered under FESA, 1973) 
vrere some of the other units registered with the Director or 
Industries and Commerce, Tamllnadu. 

53. While Bluemount Ceramics P. Ltd. and Sankar Electricals P. Ltd. 

were among the registered small scale units listed in the Directory 
of Small Scale Industrial Units in Tamil Madu (1969) (sec 
Government of Tamil IJadu, Director of Industries and Commerce, 
Directory of Small Scale Industrial Units in Tamil Nadu (Supplement 
to the Second Edition) ■■EadTaTnr9U?77~lT!dra'*T^atIlTofm5r%*'TUaT7 
^oUTTFr ■shb’sidiafy" of GEC, was one of the small scale units 
included in the FASII Directory referred to earlier. This 
subsidiary was also found to be registered for government purchases 
with the NSIC being a small scale unit. (See National Small 
Industries Corpn. Ltd., Directory of Small Units Enlisted for 
Government Purchases , 1976)1 ■ " 

54. Cf. Notification No.713/IDFJV/29B/70/1 dated February 19, 1970 of 
We Ministry of Industrial Development, Internal Trade and Company 
Affairs, (Reproduced as Appendix I in Estimates Committee (1971-72) 
Nin eteenth Report: Industrial Licensing, 1972). The notification 
specified that all industrial undertakings which have or propose to 
have fixed assets in plant and machinery not .exceeding Rs. 7.5 
lakhs would be exempted from the operation of the provisions of 
IDEA, fS51. This exemption was however not applicable, among 
dthers to the undertakings belonging to foreign companies, branches 
or subsidiaries of foreign companies. 

55. Cf. Notification No, S.0.98(E)/lDRA/29B/73/l (Reproduced in 
UTTidelines for Industries, 197$-7p). 
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197 6j the .Government decided to exclude companies with 40 per cent or 
above, (direct and indirect) foreign equity for being treated as Small 
Scale Units^^ for purposes of the IDRA, 1951. In 1978, the policy was 
however, relaxed.and companies with over 40 per cent direct foreign 
equity alone were excluded from the applicability of the exemption thus 
bringing it at par with the definition of a company under the Foreign 
Exchange Regulation Act, 1973. ^^ If the foreign equity holdings were 
indirect, the company could avail the exemptions from the ILS. However, 
it may be mentioned here that the definition of a small scale unit never 
excluded foreign companies from the purview of the small scale sector 
nor did it ever refer to foreign equity in small scale companies. 

?oteign Exchange Regulation Act (FERA) which was enacted in 
1973 laid a general ceiling at 40 per cent on the extent of foreign 
participation in all existing Indian companies. Under this Act, all 
Indian subsidiaries of foreign companies were required to dilute their 
foreign equity participation to not more than 40 per cent unless they 
could convince the Government that their operations were technology 
intensive or predominantly export-oriented. Similarly, foreign branches 
operating in the country were required to convert themselves into Indian 
companies. It is obvious that if the FERA was, to be enforced, there 
would legally be no "foreign" company operating in the country since 
they would have diluted their foreign equity to, 40 per cent or below. 
This dilution would take them out of all such restrictions which go with 
foreign controlled or owned capital. . These would indeed earn the title 
of being 'Indian' companies and therefore are not to be discriminated 
against in any manner. This, probably, explains, the .decline in the 
number of companies covered under the FERA from 860 in 1973 to about 150 
by May, 1982.^® The sharp decline in the number of companies in the 
ambit of FERA and other regulations: does not, however, imply that with 
the dilution of the equity the companies have ceased to be foreign 


''5h:.'"i:: Gf.; :v ::Guldelines. :--. f.br ^ Iodhstries 1(1979:),:,: :p.~^Hec.liy^l^5^;:"'v:'S;~":l2y- 

58. Cf. Answer provided by the Minister of State for Finance in 
Tesponse to an unstarred question (No. 1364) in the Rajya Sabha. 
This, however, excludes the companies' where permission under 
Section 29(2)(a) of FERA has been: granted on a "non-repatriation" 
of capital and income basis. ■ ■■■■ • ^ 
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controlled. Indian subsidiaries of foreign companies, which diluted the 

level of foreign equity to forty per cent or below, have many a time 

adopted a new practice. Such companies Insert a new clause in their 

'Articles of Association' giving specific rights to the foreign parent 

companies (now minority shareholders) to appoint a number of directors. 

Chairmen and make other key appointments so that the management control 

59 

would continue to be the same as that prior to the dilution. 

Transnational Corporations (TNCs) which had been operating as small 
scale units had thus two reasons to dilute their foreign equity to a 
level not exceeding 40 per cent: One, to comply with the FERA 
directives, and the other, to remain eligible for exemption from the 
industrial licensing system - (even after the 1978 guidelines). A good 
number of TNCs operating in the country as small scale units, therefore, 
diluted their foreign equity to 40 per cent or less and earned 
eligibility to be treated as 'Indian companies’ though many of these 
were still under effective foreign control. 

It is relevant to note that a foreign subsidiary which * was 
enjoying the benefits of small scale units can continue to claim to be a 
small scale manufacturer by diluting its foreign equity to 40 per cent. 
For instance, Fulford (I) Ltd. in which its British parent company 
Schering Plough Holdings, UK enjoys the right to appoint or remove "one 
third of the total number of Directors" so long as the British company 
holds 10 per cent or more of the share capital^®, and which reduced its 
foreign equity to 40 per cent in 1981, claimed in its Annual Report 
' (1981) that "The Industries (Development & Rgulation) Act, 1951 is not 
applicable to the company and hence licensed capacities are not 
applicable". This Information has to be seen in the light of the fact 
that the company is one of the small scale manufacturer-members of the 
Basic Chemicals, Pharmaceuticals and Cosmetics Export Promotion Council 
even in 1983.” Sawyers Asia Ltd. (Annual Report 1979), Shah Medical and 

59. See S.K. Goyal, "NIEO and Transnational Corporations”, Secular 
Democracy, Annual Number 1983, pp. 126-134, Table III' r sr-gg ’ 
Illustrative liirt of foreign dOmpanles which incorporated certain 
^^restrictive -.clauses in, their Articles^ ■nf:^.AssdCiations.:S:::^!::=.v:;-^:v^^::;::C^":i 

,-::6Q;.;"^jFuifQrd:-:lixd.la-:;Ltd.,'-V: Prospe<^a ^-iated:--August:vi7^:;--:il8l."^^^ 

\:tii::;,.::;:;v:iulfQrdg:in(iiayLtd.,::j-^ Anrwai ": 1Repdrtr ‘^198li;ii|i^$ 
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-Surgical' 'Co,» ;Ltd« (Annual Report 1975), . Heatley : Gresham, , (I)'' .Ltd*' 
(Annual Report 1976), E.P* Allam of (I) Ltd* (Annual'Eeport l977), Kni,t-- 
, Foulds Ltd.' (-Annual Report 1977),. Ericsson India Ltd* (Annual Report 
1978), Beclawat of (I) Ltd. .(Annual Report 1977) are a fe.w ..othe.r 
instances where the FERA companies of 197 5 'Claimed 'them.se.lves to- be 
small scale:.' uni ts in. their Annual Reports* (See the Appendix for the 
claims)* Many of these cbmpanies might have gone out of the net of the 
FERA in the recent past* 

Drugs and pharmaceutical industry is probably the sector where TMCs 

operating as small scale units are concentrated the most. For instance, 

the American TNCs like US Vitamins & Pharmaceuticals Corporation and 

Elly Lilly (I) were enlisted for government purchases as small scale 
63 

units. Garter Wallace Ltd-, another company enlisted for government 
purchases, in its Annual Report (1978) claimed non-applicability of the 
industrial licensing system as it was "a small scale industry’. Another 
American TNG, Johnson & Johnson Ltd# (a foreign subsidiary even now) 
formed a wholly owned subsidiary, namely, Ethnor Ltd. to claim non- 
applicability of the licensing provisions to its manufacturing 
activities. ° Organon (I) Ltd. (a FERA company till recently) owns a 
subsidiary Cbefaro Pharmaceuticals Ltd. which claims that no licence is 

r r 

required as it is a small scale unit.”"^ Ethnor Ltd. and Chefaro 
Pharmaceuticals Ltd. probably are taking advantage of the fact that the 
investment by parent companies in them amounts to indirect foreign 
equity. Franco-Indian Pharmaceuticals P- Ltd. (Annual Report 1977) 
also reported that it was a small scale unit. 

The Hathi Committee report on the Drugs & Pharmaceutical Industry 
(1975) had noted that out of the 66 pharmaceutical units with foreign 
equity, 15 were registered as small scale units, 9 of which were with 
foreign equity exceeding 50 per cent. The Committee understood that 
"foreign companies which are unable to secure a foothold in the drug 
industry in the country in terms of the Industrial Policy sometimes by 
pass the regulations by purchasing a company operating in this country 

63. National Small Industries Corporation Ltd., Directory of Small 
Units Enlisted for Government Purchases , 197 6. 

64. Cf . Ethnor Ltd., Annual Report, 1980''81. 

65. Cf- Chefaro Pharmaceuticals Ltd., Annual Report, 1982, p.l4. 
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and working through it. Many foreign companies have also grown up in 
size by operating in the small scale sector". The Committee made a 
specific recommendation that "the small-scale sector should be ^ 
prohibited area or foreign companies". * The Statement on Drug Policy 
(1978) did incorpoiate tuc recomuendations of the Hathi Committee and 
provided that the "Small scale sector will be prohibited area for 
foreign companies"( para 23).^^ The ptt:y» however, is that there Is no 
legal definition of ’a foreign company’. If a ’foreign company' is to 
be defined as the one with over ’40 per cent direct foreign equity' for 
the purposes of the implementation of this provision, the new drug 
policy would only be an eyewash. Since the subsidiary of a foreign 
company could bring, down the foreign equity to 40 per cent and continue 
to remain in the small scale sector. 

An assumption in the Industrial Policy statement of 1949 was that 

foreign private capital would supplement the national capital. The 

foreign exchange part, in particular, would be met by foreign 

associates. This assumption does not appear to hold good for the small 

scale sector as there were TNCs which have availed of the facility of 

obtaining imported macinery, on hire-purchase basis, from the National 

Small Industries Corporation. Suessen Textile Bearings Ltd., an Indian 

affiliate of a Swiss TNC, in which 26 per cent equity is still held 

abroad and Fordham Pressing (I) P. Ltd., a company registered under the 

FERA , were so..e of those who obtained Imported machinery on 

68 

concessional and Hire-Purchase basis, through the NSIC. 

Transnationals with a wide network of operations and a number of 
advantages were supposed to bring the much needed capital to India. 
Instead these corporations have been able to not only avail of the 
limited facilities but also to become competitors to the local small 
entrepreneurs. These TNCs have become 'insiders' to enjoy the 
protected market that was intended for the small indigenous 
entrepreneurs. ' ’ 

66. INDIA, Ministry of Petroleum^ 4 Chemicals, Committee on Drugs and 

Pharmaceuticals; Report , 1975, p.lOO. ' — — - 

67. Cf . Statement on Drug Policy, 1978, para 23, as reproduced in 
TStlTdelies for Industries (19825. 

68. Cf. National Small Industrles_ Corpn. Ltd., Directory of Machinery 

Applied on Hire Purchase, ' 197 6. , , ~ — . ' ' , 
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Technology Imports in the Small Scale Sector; 

Another reason for protection and promotion of the small scale 
sector lay in the fact that the sector constituted of large many workers 
and small entrepreneurs who had the skill but did not possess adequate 
economic strength to face open competition from the large scale 
manufacturers with huge capital resources. The competition among, 
entrepreneurs of differing economic strengths was bound to be unfair. 
The Ford Foundation Team (1954), however, argued that the workers of 
India were wasting their talents in a "hopeless race against modern 
technology'. Dr. Douglas Ensminger, the Ford Foundation representative 
in India x^ho enjoyed considerable influence in the Government of India, 
pleaded for , establishment of contacts between Indian and foreign 
industrialists. He felt that "such contacts might lead to collaboration 
agreements for the manufacture of patented products in India" and that 
"it would be the responsibility of the Central Small Industries 
Organisation to develop the foreign contact and then to facilitate the 
relationship between the foreign and Indian industrialists".^^ 

There seems to have been little serious thought on the implication 
of permitting/encouraging small scale units to have foreign 
collaborations. On the one hand, if a unit was able to enter into a 
foreign collaboration, it acquires the rights to produce patented goods 
as a monopoly producer of the products which were formerly being 
imported. In a sense it was import substitution, but at the same time 
it placed the collaborating unit at a privileged position vis-a-vis all 
others who did not have the patent rights nor the imported technology 
and machinery for manufacturing that product. Thus unequal positions 
were created within the small scale sector by the policy that permitted 
foreign collaborations in the small scale sector. Secondly , because the 
small scale sector was exempted from the operation of the Industrial 
Licensing System, it offered an easy entry point for foreign private 
capital in soft technology areas and for manufacture of low priority 
products which catered to the needs of the prosperous elite. Thirdly , 

69. Cf. Douglas Ensminger, "Our Small Scale Industries ... Great 

FS'ssibilities Ahead — Better Organisation Urged, Need for 

Technical Information Service", Major Industries of India, . Annual 
1961 , pp. 249-261. 
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apart from the entry of foreign capital and the avoidable foreign 
exchange burden, the policy to permit foreign collaboration did 
introduce a large scope for distortion in the plan priorities and 
rational allocation of scarce national resources. And finally, in the 
face of the fact that there had been no restrictions .on Large Houses for 
entry into the small scale sector the policy to permit technical and 
financial collaborations seems to have proved a convenient route to (a) 
enter into areas reserved for the small scale sector without obtaining 
an Industrial licence, (b) obtain fiscal and various other concessions, 
and (c) have the foreign patents and thereby establish product 
monopolies. 

All this was, for obvious reasons, against the very spirit of the 

basic thought on which protection and promotion of the small scale 

sector has ever been argued. The Industrial Licensing Policy Inquiry 

Committee (ILPIC) underlined the fact that a number of firms were 

interested in entering into foreign collaborations even in the areas 

where "no great advantage by way of obtaining technical know-how was to 

be gained" because foreign brand names provide an advantage in certain 

markets. The Committee highlighted that a large number of 

collaborations were signed in consumer goods where there was no 

"apparent justification".^® Inaus tries like loudspeakers, toys, sports 

goods, spectacle hinges, snap fastenersj ball point pens, yaccum flasks, 

crockery, lipsticks and other cosmetics, tooth paste and readymade 

garments were cited in support of this observation. There are large 

71 

number of foreign collaborations in the small scale sector. In many 

cases the collaborations were accompanied by issuing shares to the 

72 

foreign collaborator in lieu of cash payments for imported machinery. 

70. ILPIC Report, op. clt ., p.l30. 

71. For instance, Mr, K.K.Mehan, former Deputy Director of the Small 

Scale Industries Organisation expressed, "Don't ask me for cases 
where small units in India run with foreign .collaboration, for, 
these are far too many." K.K.Mehan, Small Industries Entrepreneurs 
Hand Book, 1973, p,170. 

72. There have been divergent opinions on the extent of equity share 
that is required for control over a company. While a company with 
40 per cent or lower foreign equity is being treated as 'Indian' 
for all policy purposes, under the Reserve Bank of India 
definition, a company with 25 per cent foreign equity is treated to 
be a foreign controlled oiie. Abroad companies with 10 per cent 
(USA) or even 5 per cent (Canada) are considered foreign. ( Cf . 
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J.K. Helen Curtis Ltd. (J.K. Singhania), a registered small scale 
unit, cited earlier, is solely operating in the cosmetics industry. It 
had more than 40 per cent foreign equity until the equity dilution under 
FEKA. Similarly, Colfax Laboratories (I) P. Ltd., makers of the popular 
*01d Spice’ brand of cosmetics, is still having 40 per cent of the 
equity held by Shoulton USA, a subsidiary of American Gynamld Inc 
The unit was, however, a small scale one. 

Recently another case of a TNC setting up an affiliate in India as 
a small scale unit was in the news. The Sry-Air India (P) Ltd. plant in 
which Bry-Alr Inc. USA, one of the three manufacturers of 
dehumidification equipment in the world, retains 25 per cent equity, was 
inaugurated by the US ambassador himself. It was noted that the venture 
will be in the small scale sector and that the Haryana Financial 
Corporation "allocated land and finance within 45 days of the 
application" ■ and that Mr. Paul D. Griesse, President of Bry-Air Inc. USA 
was higly appreciative of this gesture".^'^ This is said to be the first 
unit of its kind in India which means that it obviously would enjoy 
monopoly position. 

Ancillary Industries : 

Small scale units are also established as ancillaries to large 
industrial projects. The programme of ancillarisation was started 
during the Third Five Year Plan period in pursuance of the 
recommendations of the Committee on Ancillary Industries. The 
Committee's recommendations included establishment of Industrial estates 
for small ancillary units in collaboration with public sector 
undertakings and extentlon of preferential terms for supply of machinery 
on hire-purchase basis. A higher investment limit was allowed to 


Nagesh Kumar & Kamal Mitra Chenoy, "Multinationals and Self- 
Reliance : A Case Study of the Drugs and Pharmaceutical Indiistry , 
Social Scientist, Issue No. 107, April 1982, p. 16-17). Leaving 
1 "" gcA'Tg FERA companies, which have since diluted their 
foreign equity to 40 per cent or below, one would come across a 
number of small scale companies with foreign equity participation. 

73. Cf . Business India , dated December 7-20, 1981. p. 85. 

74. Press reports appearing in various newspapers on March 3, 1983. 

75. INDIA. Planning Commission, Third Five Year Plant Progress Report, 

■ 1961-62, 1963, p.l27. — — - 
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ancillary units with the understanding that a unit which has to supply 
precision components to large scale units might need a higher fixed 
capital. While allowing a higher investment limit of Es. 10 lakhs, 
compared to Rs. 5 lakhs applicable to small scale units, an additional 
stipulation was placed on the ancillary units. The Working Group on 
Small Scale Industries (1965) gave the definition of an ancillary unit 
In the following manner: 

A unit which produced parts, components, sub-assemblies and tooling 
for supply against known or anticipated demand of one or more of 
large units manufacturing/assembling complete products and which is 
not a subsidiary to or controlled by any large unit i"h tegatd fF 
rm- iT eibTignmT" dir egi rt I ' cf g" f gg • -fe urpiF'o' f "rfe ' 

uni t. Thi s snal T^o t however, preclude an ancillary unit '"'f'tdm 
entering into an agreement with aylarge unit giving it the first 
option to take the former’s output.^” (emphasis added) 

This definition automatically excludes subsidiaries or other 
controlled companies of large companies from the purview of the 
ancillary development since a subsidiary company or a company in which 
substantial shares are held by large companies cannot be expected to act 
independently in matters of negotiations of contracts. In this 
background, it is quite surprising to note that the definition of an 
ancillary unit, as appearing in the February, 1973 Notification of the 
government, did not stipulate the necessity of independent character of 

■ ■ ■■ ■ ■ . . 7 '7 • 

an ancillary unit. It was only in May, 1975 that a condition was 
imposed in the definition of ancillary unit that "no such undertaking 
shall be a subsidiary of, or owned or controlled by, any other 
undertaking".^® 

The success or failure of ancillary units is wholly related to the 
extent of business patronage that the large unit is ready to extend. 
The nature of the relationship between a large project and its 
ancillaries is that of neap total dependency. An illustrative example 
of a set of ancillaries and their ’parents’ may help to elucidate the 
extent of freedom allowed to the former. Mushrooms Ltd., which itself 

76. INDIA, Ministry of Industry, Report of the Sub-Group on Small Scale 

Industries, 1965, p.271. See hliid' INDiA^ Developmenf Cdmfiiissxbnef 
(bMdll Scale Industries), Ctedit' Facilities to Small Scale 
Industries, 1969, p,7» ^ — — — 

77. Cf. INDIA, The Gazetteer of India Extraordinary, Part II - Section 

yTSub-sectigirt I ' T) NaTT T lc m 5ft 'T jB .’' S ' :D : 9WgTrraR A/^ / 1 of the 

Ministry of Industrial Development dated February 16, 1973. 

78. Press Note dated 19th May. .1975 reproduced in Guidelines for 
Industries (1979), p. Sec. II-7, 
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was a small scale unit, reported in its prospectus the details of the 

contracts entered into by the company and its ancillaries, all of which 

individually fall under the purview of the small scale sector. The 

following are a few extracts from the Prospectus.. ■ 

The ancillaries shall supply semi-pr.ocessed and processed raw 
materials in conformity with the specifications to be provided by 
the Company, under the supervision of the Company's personnel. The 
company shall supply premixec raw macerials for semi-prbh'e'ssing, 
extrusion etc. where the products thus manufactured involve 
manufacturing trade secrets. 

So long as the services of the ancillary units have not been 
requisitioned by the Company they shall operate as independent 
industrial units retaining the right to manufacture and sell such 
products as can be manufactured and sold by the utilisation of 
, plant and machinery installed and owned by them, so long as such 
activit ies does not mar the objective of processin^~*and sifppTyihg 
material to ' ifhe ColTpany on a p'fd'fer'enti'^ basis, w'hicT!~rs the 'main 
b b'j ec 1 1 ve ~fbT setting up "^“the 'ancilihty units. 

The Company shall at all time have a first and paramount lien upon 
the manufacturing facility provided by ' the anciliaf liriits, sb' lo'fl'g 
as ptbdubCibii time h'a's been requisitioned by the Company in support 
of its manufacturing activity. The ancillary units are barred from 
entering into any exclusive cBlftTfact bf cbhfinuTng' rihture ror 
supply bt materiaT" with any third party without the spebific prior 
vrirCdn—^bYiglirit: bT TTf5"‘C6'fap'hfi'y;"— 

In the event’ of there being ' any moneys outstanding and payable by 
the ancillary units, the company shall have a floating charge from 
time to time or at any time on ’aTl bl' arfy~o'E’ the as s e t s under tlie 
o wnerlhip 'of Th§~ anc'iii'a"ry units and th.S^eid bhefgb SMll be 
exhibited' iTT'the mahhet and context specified by the Company from 
time to time. , . 

The ancillary owners shall pay all their personal debts and debts 
relating to-their business PUNCTUALLY and give no scope for any 
attachments, seizures or sale bl the " properties f Kel jc"" bus ines s 

and s nail rur thbr indemnify t he~^ompany ' agaihSt ' Ibss ' of detiiage 

ThSTt m’aiy occur to it uhdef suUTT circumstances. 

The basic plant and machinery. to be procured by the ancillaries and 
installed on the premises will be in consultation with, the 
recommendation and prior approva'l ' in writing of the CbhpMy. 

All manufacturing activity to be conducted for and/or on behalf of 
the Company shall be executed under the prime supervision of 
authorised personnel of ~tne uompahy. , . 

Technological knowhow required from time to time in. connection with 
the setting up and operation of the ancillary units shall be 
provided by the Company and/or their nominee/consul tants^ — 

The ancillary owners for purpose of protecting any process and 
manufacturing systems that could be in the nature of trade-secrets, 
manufacturing secrets, inventions and/ on secxet formula, shall 
alDide by the security measures and such terms and conditions' that 

‘ffi'g*f''''b6'~an'5'§xed 't'h'd' fl' to intbndhd 'co p^^fcect. chb intSrebt's bf t'hb 

CglTpgliy " 5 n ' a ' ~ ' C t t5 ’•grHEtt'Mries themselves/^ ‘(emphasis added) 


Establishment of satellite ancillary units . .by managements of large 
undertakings as personal and benami unit.s, cannot also be ruled out. It 
appears that such a practice has been continuing for a long period., In‘ 

79 . Mushrooms 'Ltd.', "Trbspbctus,, dated .No’&’fember 21, 1980. 
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'T9€'3-4Xs.bXI^ it' was observed' that 

corporate up'* to take advantage of some schemes, 

for assisting ancillaries'.®^ While one canno-t ' expect that .all 
ancillaries to be *owiied’ by the management of the large ^parent’ 
company", a large number ' of ancillary units ^ar.e likely to be 

"subsidiaries or de facto branches or extensions of larger units". 
¥hen these two types of ancillaries exist, it is obvious that the latter 
gets a favourable treatment in all types of deals with the 'parent' 
company. , _ . ; 


Bharat Radiators ; 

In addition to the unequal relationship between the umbrella upit 
and its ancillaries and the letters' dependence upon the 'former it is 
observed that a number of ancillaries were started by the same people 
who owned , or controlled the umbrella units and availed- the .^cccunpatiylng 
benefits. The case of Bharat Radiators jP) Ltd., is illustrative of 
this phenomenon, a, descriptive story on the company which appeared in 
Business India dated February 4, 1980 highlights the fact that Premier 
Automobiles Ltd., (PAL) "a Wdlchand House company, sought a licence in 
the 'fifties for the manufacture of tubular radiators for captive 
consumption. But the government was Opposed tp the vertical expansion 
of PAL ..lid wanted that manufacttire of radiators be taken up by a small 
scale ancillary industry. The Small Industries Service Institute (SISI) 
prepared a project report for this purpose." 'At that time Ms. Sharayu 
Daftary, daughter of Lalchand Hirachand, Chairman of PAL, came upon the 
scene. The National Small Industries Corporation Ltd. (NSIC) put up the' 
entire manufacturing plant worth Rs.. 1.00 lakh and another sum of 
Rs.1.00 lakh for land, buildings and capital requirements was raised by 
three brothers of Ms. Daftary. Bharat Radiators P. Ltd. (BRL) thus came 
into existence as a small scale unit. For the first three year.s the 
entire output of ERL was bought by PAL but later' it started selling to 
Mabindra & Mahindra and other companies as well. PAL still accounts for 
30 per cent of BRL’s sales. The company got itself registered under -the 


80. 

81 . 


INDIA, Ministry of Industry,',-* Development of Small Scale Industries 
in India: Report' of the Ihtef'ttd'tionii ' PeFsp’e'ctive Flahhihg'' 'i'e'km , 


S.K; Goyal, "Small Scale Sector; Some Policy Issues", a paper, 
presented in the Seminar on The Role of Small Scale Industries in 
the Fifth Plan (March 15-16, "" — 
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MRTP Act in 1974 as a Walchand House Company and Is now the fourth 
largest producer of radiators in the country. The company is no longer 
in the small scale sector. 


Enfield India: 


Enfield (I) Ltd. is another useful case to illustrate how, 

ancillaries and ‘parents’ are closely related to each other. The 

Directory of Small Scale Units Registered with the Director of 

Industries, Madras contains a number of units whose main activity was to 

supply various components to Enfield (I) Ltd. A number of them were 

located at the Enfield Industrial Estate. The fact that Madras (Motors) 

Pvt. Ltd., was owned by the family of K.R. Sundaram Iyer, the founder 

chairman of Enfield India Ltd., (who remained its chairman till he 

resigned in 1978) is evident from the following excerpt from the Annual 

Report of Enfield India Ltd., for the year 1969. 

Mr. K.R. Sundaram Iyer and Mr. K. Eswaran (Chairman and Director 
respectively of Enfield India Ltd.) were shareholders and Directors 
of Madras Motors Private Limited upto 1st July, 1969, holding 10 
Shares of Rs.500/~ each and 2 shares of Rs.500/- each respectively, 
out of the paid up capital of Es. 217000/-. They resigned their 
office of Directorship and also transferred the said shares oh 1st 
July, 1969. -Further by the reason of the fact that their close 
relatives and members of the families of the said two Directors, 
and Mr. S. Sankaran, the, Managing director of the company^ are 
directors, shareholders and employees of Madras Motors Private 
Limiated and hold the bulk of the shares in the said company, the 
directors are to be deeme<^^o be interested in the said resolution 
submitted to this, meeting.®'^ 


It may also be noted that Madras Motors Pvt. Ltd. and English Cycle 
& Motor Importing Co. Pvt. Ltd., ’ two of the ancillary small scale units 
located at the Industrial Estate and availed of the hire-purchase scheme 
of the NSIC, appear among the top ten shareholders of Enfield India Ltd. 
as on July 24, 1980.®^ , . . 


82. Cf. Share Distribution Schedule of Enfield India Ltd., available 
with the Corporate Information System of the Indian Institute of 
Public Administration, New Delhi. 

83. Enfield India Ltd,., Annual Report, 1969, p.9. Beside's Madras 
Motors P. Ltd. and EfTgTrsir cycTSTi Motor Importing Co. Ltd., a 
number of ancillaries of the Company availed of the hire-purchase 
scheme, of the NSIC . The Annual Report of Madras Motors Ltd, for 
the year 1977 contains a number of firms in which the directors of 
the Company were ' partners. One such firm Hari & Hari is also a 
beneficiary of the hire-rpurchase scheme. as an ancillary unit. 


66 


Standard Motor Products; 

The case of Standard Motor Products of India Ltd., is also similar 
to that of Enfield (I) Ltd. the fact that the company had entered into 
contracts with a number of associate companies viz. 1. Hydraulics Ltd., 

2. Union Co. (Accessories) P. Ltd., 3. Carburettors Ltd., 4. Unicorn P. 
Ltd., 5. Union Services P. Ltd., 6. Haritha P. Ltd., 7. Union Go. 
(Motors) P. Ltd., and 8. Union Co. (Bangalore) P. Ltd. becomes evident 
from a study of the prospectus of the company issued in 1967« The 
prospectus also shows the extent of interest of Mr# K* Gopalakrishna^ 

Mr. K.?# SrinivasaUj Chairman and Director respectively of the company, 

■ AS ■■ ■• ' ' 

and their relatives. 

The company's contracts (with the first four companies above) were 
for "mutual rendering of services," namely, the company "renderings 
engineering and other services such as heat treatment and shot blasting 
etc." and the contracting company for "rendering engineering and other 
services such as repair of machine tools and tool making". The 
agreements provided for sale by the company to them "raw materials, 
castings, components, spare parts, steel, dies, tools, etc." and the 
company was to purchase si. shock absorbers, components etc. from 
Hydraulics Ltd.; 2. radiators, hub caps, horns etc. from Union Co. 
(Accessories) P. Ltd.; 3. Solex Carburettors and S.E.V. fuel pumps from 
Carburettors Ltd., and 4. seat frames, exhaust pipes, silencers etc. 
from Unicorn P. Ltd. Interestingly enough. Hydraulics P. Ltd., Union Co. 
(Accessories) P. Ltd., and Carburettors Ltd. were registered as small 
scale units with the Government of Madras (now Tamil Nadu).°” 

Hegde & Golay ; 

Another case of interest is that of the ancillaries of Hegde & 
Golay Ltd. A number of ancillaries are located at the Shreeshyla 


84. Standard Motor Products of India Ltd., Prospectus, dated October 



85. These two were also directors and shareholders of the Managing 
Agents of ; the Company, namely, Standard Motor Co. (I) P. Ltd. 
Moreover, Mr. K. Gopalakrishna, Chairman of the company was 
Managing Director of the Managing Agents. 

86. Cf. Director of Industries & Commerce, Directory of Small Scale 
TfTdustrlal Units in Madras State, 1965. 



Cooperative Industrial Estate* It was found that the Balance SheetS: and' 
Profit & Loss Accounts of a number of companies located ■ in* the 
Industrial Estate were signed by only two directors^' viz* Mr# B#!i* 
Eamesh and Mr* S* Krishnamurthy* They were signatories to .the, ' accounts 
of (i) Shreeshyla Precision Staff & Stems Ltd*»', (.ii) ■ Shreeshyla 
Precision Components Ltd., (iii) Shreeshyla Screen Printers Ltd*, (iv) 
Shreeshyla Toolings & Accessories Ltd.j ' (v) Shreeshyla' Escapements' Ltd*, 
(vi) Shreeshyla Gears & Pinions Ltd*, (vii) Shreeshyla Me tal 'Treaters 
Ltd* (viii) Shreeshyla Jig & Fixtures Ltd* and (ix) Shreeshyla ' Automats 
Ltd.87 

Ion Exchange India; 

The case of Ankleshwar Ion Exchangers and Chemicals Ltd., cited 
earlier, provides yet another example of close association of 'parents' 
and ancillaries. The company was a wholly owned subsidiary of Ion 
Exchange (1) Ltd., and was incorporated in August 1978. Ion Exchange 
(I) Ltd. was earlier covered under the provisions of FERA and has since 
diluted its foreign equity level to a little less than 40 per cent. The 
subsidiary company claimed in its Annual Reports for the years 1979 and 
1980 that licensing was not applicable to it since it was registered "as 
an ancillary Small Scale Unit vide certificate No. 04/04/00003/Prov/SSA 

■S5 g 

dated 2.5.1979".'^ The company was finally amalgamated with its parent 
with effect from January 1, 1981. 

Blow Flast and Toy Making; 

Ancillarisation can also help a large scale company to enter into 
areas reserved for small scale sector, though indirectly. Toys 
manufacturing is one of the industries reserved for development in the 
small scale sector. It was reported that Blow Blast Ltd. sponsored a 
small scale unit in Maharashtra to assemble toys and was proposing to 

87. Cf. Annual Reports of these companies for the year 1975. These 
ASnual Reports used identical cyclostyled papers and relevent parts 
for different companies were typewritten. It was mentioned in the 
Directors’ Reports of these companies that "inspite of the fact 
that our trained personnel were ready and M/s. Hegde and Golay 
Limited had geared up their assembly facilities to absorb our 
entire production, ’we could not stand by our commitment to supply 
them the components". 

88. Ankleshwar Ion Exchanges & Chemicals Ltd., Annual Report, 1980, 
p.38. 
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spoiisor a "string of small scale units" for this purpose* It was 
further, reported that^ 

■ Since toys manufacture is- the exclusive preserve of- the small, scale 
sector,, '.Slowplast will manufacture only the ^ important components of 
' toys and then -get these assembled . in the small sector with cent 

■ per cent buy-back arrangement*. Small Scale^ Units ff'nWnc o'" 

,hiOiTtufed compaiiif entitled to labour and assembling 

" ^barges only* (emphasis a"d'3W)®*^ 


IBM and Ancillarisation: 


Another factor which inhibits promotion of ancillarisation is built 

in the- IDEA Itself* Licences issued for production of items in the 

following Scheduled Industries also imply licences to produce component 

on 

parts and accessories* 

3. Boilers and Steam Generating Plants; 

4. Prime Movers other than Electrical Generations; 

5* Electrical Equipment; 

6* Telecommunications; • 

7. Transportation; 

8* Industrial Macninery; 

10* Agrieultural Machinery; and 

13# Commercial Office and Household Equipment 

Similarly, licensees dan manufacture intermediate goods also in the 

following Scheduled Indus tries t 

18* Fertilizers; , 

19. Chemicals (other than Fertilizers); 

21* Dye Stuffs; arid 

22* Drugs and Pharmaceuticals* 

q 1 . 

Most of the other Schedeuled Industries, by their very nature, have a 
limited scope for ancillarisation. 


In view of the above, it appears desirable to study the ownership 
and control structure of ancillary units, and the nature of their 


89. Cf. Business Standard , dated May 5, 1981.' ' ^ - 

90. See also Footnote 10 in Chapter IV. Because of this limitation 
captive consumption had to be allowed in these industries even when 
the item is reserved for production In the small scale sector. 

91. These industries are; 1. Metallurgical industries; 9. Machine 
Tools; 12. Miscellaneous Mechanical and Engineering Industries 
(Plastic moulded goods, hand tools, small tools etc., Razor Blades, 
Pressure cookers, cutlery and steel furniture); 14. Medical and 
Surgical Appliances; 15. Industrial Instruments; 16. Scientific 
Instruments; 17. Mathematical; Surveying and Drawing Instruments; 
20. Photographic Raw Film and Paper; 23. Textiles (including those 
dyed, printing or otherwise processed); 24. Paper and Pulp 

’ Including Paper Products; 25. Sugar; 26. Fermentation Industries; 

. 27. Food Processing Industries; 28. . Vegetable Oils and Vanaspati; 
29. Soaps, Cosmetics and Toilet Preparations; 30. Rubber Goods; 31. 
Glue and Gelatin; 32. Glass; 34. CeraaiCs; 35. Cement and Gypsum 
Products; 36. Timber Products; and 38. ' Mlssceliaeous Industries 
(Cigarettes, Linoleum, Zip fasteners, Oil stoves, Printing etc.). 



business relationship with the respective large units in a more 
comprehensive manner. Such a study could help evaluate the real 
benefit, direct and indirect, flowing to large companies under the plea 
of 'protecting' small scale and ancillary industries. A study of 
ancillarlsation is also necessary because at present there appears to be 
no systematic monitoring of the extent of ancillarisation that is taking 
place. For instance, there is no list of registered ancillaries readily 
available with the Office of the Development Commissioner. Another 
aspect that came to be known during the course of the study is that only 
units with investment iu plant and machinery between Rs. 20-25 lakhs are 
being treated as ancillaries whereas, ancillaries should also Include 
those that supply 50 per cent or more of their services or products to 
other manufacturing units for further processing even if investment in 
plant and machinery is less than Rs. 20 lakhs. 


Implementation of the Small Scale Industry Programme; 


The problem of large units setting up small scale units and 

availing of the accompanying benefits has been known for a long time. 

As early as in 1963, the then Development Commissioner for Small Scale 

Industries noted that - . 

We have been receiving some complaints that the facilities undOr 
the small scale industries. development programme, particularly 
those for supply of machine'ry on hire purchase basis" are sometimes 
being availed or by large scale units Or by units owned and managed 
by them. Large industrial units sometimes regisster separate 
companies under new. names without revealing the correct facts 
regarding the financial and management control. Legally, our 
definition of small scale units is based on the investment in the 
unit, and not the financial capacity of the entrapfehOhts B^rnff 
"tha scheme, but we can not forget .the fact that small industries 
development programme has been introduced by the Government for the 
benefit of a class of people who really deserve and require such 
assistance. We have, therefore, to keep a close watch on this 
tendency- of large units setting up small scale units in new names 
while retaining absolute control in order to take advantage of the 
assistance programme. .Even though strictly some of these cases 
might come under the definition of small scale industries, it will 
be advisable not to sponsor such, applications for facilities l.ike 
hire purchase loans at concessional fates of . interest etc. as 
they will not be in keeping vlth some of ths Imaartant social 
objectives behind the programme, (emphasis original) 

One does not .know the' precise measures ' taken and instructions issued at 

that time to prevent such possibilites. however, in 1968, i.e . more 

than five years after the; recognition pf. this problem, a certain set of 

92. This is an extract from the letter No. D.0. 166(l)/63-Chem dated 
April 19, 1963, written by Df. T.C Alfexandet, the then Development 
■ Commissioner for Small Scale industries,, to, all Directo.rate,s of 
Industries and Sinall Industries Service Institutes. 


70 


gu^-di^li'nes' not iO:rtly.‘,.eQU4:ty capital .but al:sq ititer-ioc^ing of 

loans and guarantee’^ "'is^ii'e'd’ '‘by l‘arg6 '\inl’ts''wa'S''is'sued ' to help the 
tespactive' authorities in' deciding whether unit wodld be entitled for 

'Shy"s*p^<kai asSiitanc^^^ under the StBall sdhle Indus t ties ptogtdaTne '6t 

’La^:K-'a :-o:: i :: r.. : r'l;-.-'' ■•.•,'! .'r.i-i.:' 

not* 

: ,1 ■ ' The 1968 directives'ii^yovided thaf units whibh legally qualify to' bb 
in the small ' scale ' sqc^q,r 'ver'e s^t up or’ controlled , by large scale 
uhdertakihgs be allowed to register themselves with concerned State 
Director of Industries. However, such units should be informed, at the 
time of registration, that they will not be entitled to any special 
assistance as constituents of the small scale sector. The built-in 
contradiction in this instruction is only too obvious. Begistration 
with Director of Industries as a small scale unit is a pre-requisite for 
availing of assistance meant for small scale Industries. With: a none, 
too clear set of criteria^ it will be difficult for the administering 
authorities to reject such cases when approached for assistance. The 
cases of small scale units belonging to Large Industrial Houses, cited 
earlier, bear witness to such a possibility. 


93. Cr. Circular No. SSI(A)-*8(I5)/67 dated December 5, 1968 of the 
Dl'partment of Industrial Development addressed to All State 
Governments/UTs , DCSSI, DGTD, Planning Commission and the NSIC. 

'They were directed to apply tne; following criteria to distinguish 
units set up. with the assistance of large scale units from the 
genuine small, scale industries. . t - j 

(a) Where the unit is a subsidiary or associate of a Company which 
does not come within the definition of a small" scale industry. 

(b) ' Where as sizable portion of. the capital. of- the units is held 

by one or more firms which do: not come within the definition 
of a small scale unit; 

(c) Where the financial statement of the unit reveals considerable 
interlocking of capital and loan funds between one or more 
concerns under the same management and where the loans finance 
only these transactions but not production of the units; or 

(d) Where an advance has been guaranteed to the unit by big 
industrial units or, persons possessing large means. 

In case any of the criteria is mentioned above is attracted, the 
unit concerned shall not be entitled to any special assistance 
under the' small scale Industries programme of Govt. The following 
types of assistance are termed as special assistance: (i) allotment 
of land/built up sheds in industrial estates; (ii) credit 
facilities at concessional rate of interest; (ili) machinery on 
hire-purchase basis; (iv) price preference in the purchase 
programme of the government; (v) supply of scarce raw materials 
(both indigenous and imported); and (vi) providing technical 
assistance and training facilities. 
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The aboT'e guidelines were not actively followed up. This is evident 
from a Circular, of the Ministry of Industry dated Eebruary 26, 1975. 
It shows that the Small Scale Industries Board in its meeting held in 
November 1974 recommended that: 

possible large_ industries should not be allowed to get 
the faciiities and concessions intended for small entrepreneurs and 
that the Government should work out such measures as are 
practicable to ensure proner checks on the extension of facilities 
to large industrialists.^^ 

The circular recognized that "there is no legal ban against setting up 

of small units by large industrialists". The views expressed in the 

April 1963 and December 1968, referred to above, were 

reiterated and the Directors of Industries and other concerned 

authorities were directed to take necessary steps. The Press Note of 

May 1975, in connection with the upward revision of investment limits, 

however, does not mention any restrictions that have to be imposed on 

small scale units promoted by large units. It states that 

All industrial units covered by the new definition, existing as 
well as those newly started, will be eligible to the facilities and 
concessions open to small scale industries such as credit on 
liberalised' terms, allotment of factory sheds/plots in industrial 
ectates/industrial areas, supply of machinery on hire-purchase 
' ,;,terms through the NSIC and State. Corporations , participation in 
Government StoresqPurchase Progrmme, training and industrial 
extension services.^" 


Significantly enough, circulars dating back to 1963, 195S and 1975 
were referred to by the Government in 1983 as a matter of "clarification 
on policy with regard to the assistance and registration of small scale 
units set up by large industries", in response to a clarification sought 
by the NSIC. It becomes evident that while the definition of a small 
scale unit was changed in 1980, to incorporate the ownership and 


94. Circular No. SSI(I)-15(57)/74 dated February 26, 1975 of the 

Department of Industrial Development. 

95. Cf. Press Note dated May 19, 1975 (Subject:- Revision of 

Wfinition of Small Scale Industries and Small Scale Ancillary 
Industries) . 

96. Cf. Letter No. SSI(P)-ll(2)/82 dated May 2, 1983 of the Department 
■ST Industrial Development written to the Chairman of National Small 
Industries Corporation Ltd. Incidentally, with the Introduction of 
the single point registration scheme for government purchases, the 
NSIC changed the format of the application form for registration of 
units. The new form requires the applicants to furnish a number of 
details which were meant to disclose the possible linkages of the 
unit with large scale units. However, the cases cited from the 
directories of small scale unis enlisted for government purchases 
published by the NSIC in 1980 and 1982 clearly indicate the need 
for a more careful and fool proof approach in this matter. 
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control aspects, no concrete steps were taken during the intervening 
period to implement the change* Indeed, there is nothing additional in 
this change when compared to the criteria issued in 1968. 

This chapter has underlined a number of important aspects of the 
working of the small scale sector in India and the practices resorted to 
by many to defeat the regulatory provisions. Each aspect has been 
substantiated with specific details drawn from company reports and other 
publicatioTts. However, we Can by no means claim to have covered all the 
aspects relating to ownership of small scale units. Also, the 
contention here is hot that Small scale sector in India is wholly 
foreign controlled. Nor is it being argued that the small scale sector 
is totally under the Influende and control of the Indian monopoly 
Houses. The basic point is that there have been so many loopholes in 
the official policy and the manner in which the small scale sector has 
been sought to be promoted that the entry of TNCs and Big Business has 
introduced distortions of a significant nature. The very spirit of the 
initial logic in support of the small scale sector appears tO; have lost 
much of the relevance^ There is, a need to have a comprehensive review 
of the present situation and redefine the objectives' and spell out the 
purpose of the small scale sector far more precisely than has so far 
been done. 



CHAPTER - IV 


RESERVATIDfJ POLICY FOR SflALL SCALE SECTOR -- m ASSESSMENT 





During the mid-sixties the Government decided to evolve a mechanism 
to provide protection to the small scale sector through reservation of 
certain manufacturing activities for the sector. This was in addition 
to the , fiscal support to the small scale units. Initially, 47 products 
were identified wherein no new; industrial licence was to hs issued. To 
operationalize the decision these items were placed on the 'banned list' 
and applications for industrial licences for these items were not to be 
entertained. Since then the reservation list and the, concerning 
policies have undergone a number of revisions. 

Broadly Speaking, the revisions have resulted in (i) adding new 
items to the reserved list; (ii) de-reserving certain itetgs completely; 
(iii) partial de-reservation i.e. removal of certain category/range of 
products from a broad industry group _ reserved earlier; and (iv) 
excluding by-products and captive consumers from the reservation 
restrictions. ■■ • . : 

Criteria for Selection of Items for Reservation; 

Though the reservation policy has been practiced for about 15 years 
the criteria for inclusion or exclusion of the items under the reserved 
list has never been clearly enunciated^ This seems to have introduced a 
large element of adhoclsm in the official policy. A scrutiny of the 
list of items shows that there were no common technological, production 
or market characteristics among the items reserved. For Instance, one 
finds 'table fans' as reserved item but not ceiling and other varieties 
of fans including railway carriage fans, seventy five per cent of whose 
requirements of the Government have to be purchased from the smali 
scale sector. The technologies involved fpr manufacture of different 
types of fans are not very different. If assembly and manufacture of a 
variety of electronic equipment can be reserved for the small scale 
sector why not the assembly of entertainment electronic equipment too? 
If the criterion was whether a product was alreq^y being manufactured .in 
the small scale sector, then the list sh.auld have included a 
considerable number of consumer items <this indeed was the proposed plan 
strategy under the Mahalanobis ’ l^odhl). At one time it was argued that 


the reserved list should have only such items where economies of scale 
'^were'hot very significant. The list would have a different complexion 
if this had been the basis. Similarly, since one rationale for 
promotion of t’ue small scale sector was that the sector would have no 
dependence on imported or < other scarce resources, the reservation list 
could have included a good number of such Industrial products. 


Expanding List of Reserved Items ; 

The first list of. the reserved items for the small scale sector 
included 47 industrial items. By 1977 the list had grown to 807 items. ^ 
The enlarged list gives an impression that over the past ten years state 
protection to the small scale sector in India has got enhanced in a 
phenomenal manner. An inquiry into the listed items, however, does not 
permit such a concTusion. One of the main factors responsible for the 
increase in number is that many of the items earlier covered under a 
single product group have been given a separate serial number in the 
revised lists. For instance, in the earlier lists 'domestic electrical 
applicances and accessories' was a single item representing as many as 
22 items of the -new list. Similarly, 'wire products - all wire 
products such a? wire nail, hob nails, panel pins, horse shoe nails' 
which was f.ne item under the old list is now covered by multiple 
entries, each individual item like wire nails, hob nails, panel pins and 
animal shoe nails, having a separate item and having a separate serial 
number. One single entry 'Paper conversion products' now represents 29 
items. Wire brushes and fibre brushes, domestic utensils (other than 
stainless steel), agricultural implements and drawing, mathematical and 
surveying instruments provide other examples of this kind. Similarly, 
the small scale reserved list includes forty items, covering various 
bicycle parts and components, the fortieth.ltem being "Other cycle parts 
and accessories except free wheel". (Two more items, namely, bicycle 
tyres and, tubes appear under 'Rubber Products’). It is obvious that all 
the items cquld have been accommodated under a single head without any 
loss of clarity and' understanding. 'Steel tables - all other types', 
'Steel furniture --all other types' and 'other cutlery items' are a few 


i. Guidelines for Industries (1979) Part I, Sec. I-l. 
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more instances of this kind. One also finds that both ^UmhrellasV and 
^Umbralla ribs and fittings® exist as different items# Similarly^ 'Ball 
Point Pens% ’Fountain Pens®,, ’Pen Nibs’ and ’Fountain' pans .and bail 
pens components excluding metallic tips’ arc different' items' in the 
reserved list# The increased , number of item.s in the reservation list,; 
therefore, iS' not ' necessarily an indl'ca tion';:;' o'l ■ ,a'.' larger area,, of 
industrial activity ..having been reserved-f or 'th'e 'sm'dll scale sector# 
The ' list .. has - become larger basically due to dspelling-^- out® the details# 
This may be desirable from the view point of identification of specific 
products__ tO' reduce vagueness in the reservation policy# ■ At the same 
time there does happen to be a plenty of evidence to show that the 
overall area for the small scale sector has got reduced in a number of 
industries . ' 


De-reservation of Already Reserved Items g 


Quite contrary to the general impression of the ever expanding 
areas of protection for the small scale sector one finds that a number 
of products have indeed been dropped out of the initial areas of 

o ■ 

reservations. Table-4 provides a list of products which have been 
completely de-reserved implying that they can be manufactured in the 
medium and large scale sectors. Dunlop (I), Fenner (I) and Nirlon 
Synthetics are the large scale manufacturers of fan belts > one of the 

de-reserved items. Pressure cookers industry was included in the list 

6 . ' ■ ' 

of Scheduled Industries‘’ after it was de-reserved, making new entrants 

to the industry subject to industrial licensing. Tyre retreading is 


3. In this context of de-reservation, it may be relevant to note the 
observations of the Estimates Committee. The Committee suggested 
that "State Governments should not be barred from setting up 
production capacity in 'reserved' items if no small scale 
entrepreneur comes forward to set up industrial units in those 
lines . The government in reply stated that "the suggestion of the 
Estimates Committee, if accepted, would mean allowing State 
Governments to set up units in reserved areas which would amount to 
a reversal of the reservation policy as the small scale units would 
not be in a position to compete with them. The 'reservation' 
policy aims at encouraging small scale units alone and in case it 
is found that no small entrepreneur has come forward to set up 

industrial units in any or the reserved lines, then the better 
course would be to de-reserve the item for the sake, of healthy 
competition ratheif than encourage State Government Units alone to 
come up in these areas". Cf. INDM, Estimates Committee, Thirtieth 
^port; Action Taken by Gd^mment on the recommendations cdntalned 
in thfe Fbut'tAfenth keiJOTt of E^titiiaES^' Committee (Sfediith uok Sabha) 

OTT TRS" g n raii^T T 7 ~ 3f ' laaast fy (ugparcmgii c 6r la'dtigtTTaT DAeT^m'girrr=' 

^aTT-S'gl Tg^au mr lAs- — " t aw ' ggd" •Hal:geET!iI, ~~T?g2'. 

Guidelines for Industries (1382), op. cit ., p. Sec. III-120. 
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Table 3. ^ 

Showing a Lis t of Items De-reserved From Exclusive 
Devfelopaient in the Small Scale Sector 


S.No. 

Name of the Product 

Date of Notification 


1 

2 

1. 

Pressure Cookers 

30.12.1978 

■ 2.r ■ 

Sodium bichromate 

19. 2.1981 

3. 

Dehydrated vegetables 

23.12.1981 

4. 

Tyre retreading 

-do- 

5. 

Rubber to metal bonded parts 

-do- 

6 » 

Tartaric acid from maleic anhydride 

-do- 

7 . 

Fumaric acid 

; -do-. ' 

8. 

Sodium chromate 

-do- 

9. 

Potassium bichromate 

-do- 

10. 

Ammonium bichromate 

1 

0 

1 

11. 

Simple cone pulley driven lathe 
up to 2,00 mm bed length 

-do- 

12. 

Satchet filling machies for pouches 

-do- 

13. 

Fan belts 

' -do- V . 

14. 

Hypodermic needles 

" ' -do- 

15. 

Pressure gauge upto 3*52 kg* per sq. 

.cm* -do- 

16. 

Geranium oil 

14.10.1982 

17. 

Air Trimmers for professional use 

■ -do- 

18. 

Transistor headers 

V' :-do- 




another item taken off the reserved list. Dehydrated vegetables were 
de-reserved with effect from December 23, 1981 while the processing of 
vegetables and fruit has been one of the industries selected for 
intensive growth in the small scale sector during the period 1980-85.^ 
Sun-Sip Ltd. (subsidiary of WIMCO Ltd) was given a Letter of Intent for 
expansion of its capacity of processed canned and bottled fruits and 
vegetables from 6,000 tonnes to 15,000 tonnes in December 1982. 

Partial De-Reservation: 


The case of Sandoz (I) may illustrate the point sharply. A list of 
acid aso dyes manufactured by the company is given in Table-6. The items 
shawn in col. 2 only appear in the list,of reserved items as per the 
Notification issued in July 1981. The rest can now be assumed to have 
b'een de-reserved. The exclusion assumes a, special significance' 'in 
light of the follov;ing observation of the Development Commissioner for 
Small Scale Industries. ,, 

Manufacture of dye-stuffs started in the small scale sector earlier 
than in the large scale sector and now practically all types of 
dye-stuffs like azo dyes, basic dyes, reactive dyes, chrome dyes, 
etc. are being manufactured by small scale industries. Their 
quality is quite comparable to international standards. -Their 
production constitutes about 35 per cent of the total production of 


5. The details of industries selected for intensive growth are given 
later Hn this Chapter. 


Table-5 contains a list of cases wrerein revisions have resulted 
in narrowing down the area reserved for the small scale sector. In 
these cases de-reservation took place with respect to a certain range of 
reserved products. For instance, basic dyes, azo dyes (acid and 
direct), reactive dyes (cyanuric chloride group) and fast colour bases 
had been in the reserved list for a long time. The policy was revised 
in August 1981. Now the reservation is limited only to some colours and 
that too with particular Colour Index Numbers. Incidentally, Amar Dye 
Ghem. (Doshi), Atul Products (Lalbhai), Colour Chem. (Khatau), Atic 
Industries (ICI), Indian Dyestuff Industries (Mafatlal), Sandoz (FERA) 
and Mafatlal Industries (Mafatlal) are the important large scale 
producers of dyes and dye stuffs. The de-reservation would: naturally be 
of interest and benefit to these large units since their expansion plans 
can no more be turned down by the Government on the plea of the product 
being reserved for the small scale sector. 
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Table - i 

Showing the Effect of Changes in Nomenclature of Acid Azo Dyes 
(Reserved for the Small Scale Sector) on Sandoz (I) Ltd.^ 


S.No. Acid Azo Dyes Produced by Sandoz (I) Ltd. 

Items now de-reserved Items continue to be Reserved 


1 2 


1. 

Metanil Yellow 

1. 

Acid 

Orange MNo« 13065 

2. . 

Sulphonic Acid blue R 

2. 

Acid 

Orange II, 15510 

■3-. 

Acid Blue 92, 13390 

3. 

Acid 

Red I, 18050 

4 . 

Orange II 

4. 

Acid 

Geranlne 6B, 18055 

5,. ' 

Vitrolan Black WA 

5. 

Acid 

Yellow 2G, i8965 : 

6. 

Neolan Black WA, 15711 

6. 

Acid 

Tartrazine 19140 

..7-. . 

Azo’ Rhodine 6B 

7. 

Acid 

Resorcin Brown RD 20195 

8.' 

Acid Red 37, 17045 

8. 

Acid 

Black 10 BX/R 20470 

9. 

Azo Rhodine 2G 

9. 

Acid 

Yellow R 22910 

10. 

Azo Rubinole 3GS 

10. 

Acid Cyanine Blue 5R 26360 

11-.' 

Xylene Light Yellow 2G 


- 


12. . 

Tartraphenine 




13. 

Xylene Fast Red P 




u. 

Acid Red 118 (N.I.) . ' 




15.;-' 

Acid Brown 127 



’■ '' '' ' 1 

16. 

Resorcin Brown R 

■ ' 


'■V 

17.. 

Derma Brown G 




18. : 

Acid Black H 




19. 

Acid Black 77 




20. . 

Xylene Milling Yellow 6G 




21. 

Acid Yellow 44, 23900 




22. . 

Acid Milling Red R 




23. 

Acid Red 89, 23910 




24. 

lanasyn Yellow, GLN 




25. . ' 

Acid Yellow 112 (N.I.) 




26. 

Lanasyn Dark Violet RL 




27. 

Acid violet 65 (N.I.) 





Contd . . 



S.No 


Acid Azo Dyes Produced by Sandoz (I) Ltd. 


Items now de “reserved Items continue to be Reserved 


1 .. , \ ^ ■- . ‘ 2 


28. .. Sulphonine Blue 5Pv 

29'. Nyloson Black 2EL , A ^ 

30. Acid Wool Fast Black 3B, 26370 

31. Lanasyn Orange RLK 

32. Acid Orange 82 (K.I.) 

33. Alizarine Light Blue B Acid 
Blue 45, 63010 

34. Xylene Fast Yellow P. 

35. Derma Carbon GTX, (N.I.) 

36. AGid Yellow 61, CN.I.) 

37. Lanasyn Grey 2 BL 

38. Acid Black 115 

39,. Derma Brown G Acid Brown 127 (N.I.) 

40. Lanasyn Orange ?iN 

41. Lanasyn Brill Red 2 BL 

42. Acid Red 261 

43. Viscolan Black B 

44. Acid Black 29 

45. Nylosan Yellow E-G LN 
(c.I. Acid Yellow) 

Source: The information that Sandoz (I.) was producing these dyes was 
" obtained from Thapar ’ s Indian Industrial Directory , 1973. 

Note; 1. The change in Nomenclature was effected through the 
■ Notification No.S.O. 621 (E) dated 3.7.1981 of the Ministry 

of Industry (Department of Industrial Development). 

The identification of dyes continue to be reserved is made 
with the help of Colour Index Number (C.I. No.) given along 
with the name of the dye. However, we find that in some 
cases there was difference in. nomenclature reported in the 
Notification and the Thapar’s Directory. For instance, C.I. 
No.13065 is shown against Acid Yellow, 36, while the Thapar's 
Directory gives Acid Orange MNO against the same C.I. No. 
N.I. ,= Not indexed. , ^ 

Ni,I. = -'Not- indexed..,,-;- 
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dyestuffs in the country. It is a notable point that small scale 
units have developed their own know-how using indigenous^ equipment 
and machinery whereas large scale units producing similar items 
have gone in for collaboration with foreign manufacturers. 

During 1981 the reservation list was revised thrice. It is natural 
that one should ask about the rationale behind such quick changes. 
Whilt:. it is a matter of general inquiry into the manner and style of 
governmental functioning, an intriguing aspect of these revisions is 
that some of the products affected by the quick changes also happen to 
have certain market characteristics. For instance, ’confectionery’ as a 
general category was on the reserved list for the small scale sector 
since 1977. In August 1981 a reduction in the coverage of 
’confectionery’ was made by exclusion of chocolates and chocolate 
preparations. A few months later ■ another change was affected to exclude 
all varieties of chocolates from the reserved item, confectionery.^ Can 
one explain the changes in terms of the fact that ’chocolates’ 
production is a near monopoly of a couple of large scale and influential 
producers in India? Similarly, ’fumaric acid' was initially a reserved 
item. In February 1981, an exemption was made to permit recovering of 
fumaric acid from the off-gases of phthalic anhydride plant in the 
large sector. It was finally taken off the reserved list in December 
1981. . 

Automobile radiators were a. reserved item for the small scale 
sector. But 'expansion of capacity on merit' was announced through a 
Notification dated February 19, 1981 which simultaneously de-reserved 
aluminium radiators. Another change was made to allow induction of new 
units based on new/improved technology for the manufacture of radiators 
vide another Notification of December 23, 1981. Interestingly 
enough, just a day before this (December 22, 1981) a Letter of Intent 
was issued to Hindustan Ferodo Ltd. (a F F RA company also registered 
under the MRTP Act ) for manufacture of 1,00,000 numbers of aluminium 
radiators . 

See INDIA, Development Commissioner (Small Scale Industries), Small 
Scale Industries; 25 years of Progress, 1973, p. 79. ’ 

Cf. Notification of December 1981. 

Indian Investment Centre, "List of Industrial Licences/Letters of 
Intent Issued under the Industries (Development & Regulation) Act, 
1951 during December, 1981”, Supplement of Monthly News Letter, 
January 1982, ,p xiv. ■ ^ 
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’Fibreglass reinforced plastic products’ have been on the reserved 
list for some time now. However, since Dexember 23, 1981, because of the 
changes in nomenclature in respect of 'fibreglass reinforced plastic 
products’ the following four items have got de-reserved. These are: 
(i) SMC & DMC and its mouldings, (ii) continuous filament winding (paper 
above 600 mm. diameter), (iii) pultruded products and (iv) PRP sheets by 
continuous process. Incidentally, fibreglass reinforced plastic products 
industry is one of the industries selected for development in the small 
scale sector during the year 1980-85.^ Some likely beneficiaries of the 
changes in nomenclature resulting in partial de-reservation are; (i) 
Indian Gum Industries (FERA) and Hindustan Gum & Chemicals (FERA/Birla) 
in the case of guar gum; (ii) Goodlass Nerolac (Tata/Formerly FERA) in 
the case of phthalocyanine pigments; (iii) Chemo-Pharma Labs. (TTK) in 
the case of indigo; and (iv) Borosil Glass Works (Thapar/Formerly FERA) 
in the case of scientific and laboratory glassware. 

Such examples can be multiplied- To ask if the changes made wete 
under some pressure and lobbying or the reasons for the changes lie in 
the absence of adequate expertise and understanding of the products and 
processes by the technical agencies, on whose advice the policy makers 
act, appears to be only too appropriate. 

Products Meant for Captive Consumption and By-products; 

There could be an economic justification in the relaxation of 
reservation in the case of by-products. But the same cannot be said in 
the case of products meant for captive consumption. The Estimates 
Committee noted that large vanaspati oil manufacturers had been allowed 
to manufacture tin containers - a 'reserved' item - for their own use 
which earlier the large units used to purchase from. the, small scale 

9. In this connection, it may be noted, from a hews story appearing in 
the Business Standard dated September 23j 1981 that the decision of 
reverSihg the policy of encouraging small scale units in downstream 
fibreglass products was taken "at the behest of two giant 
fibreglass manufacturers representing the Industry in, the DGTD 
glass panel”. Further, it was felt that "the delisting of the 
Items will particularly help a Mahindra unit, Roplas Limited, which 
has been lobbying with the government for a licence to manufacture 
fibreglass components for the automobile industry. Its application 
for licence has been hanging fire for over a year... Except 
paltruded products, other delisted categories can be easily 
manufactured by the small scale sector. A number of small-scale 
processing units on these lines are already existing in Calcutta, 
Madras and Cannanore". 
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sector. The Government's view has been that since the "manufacture of 
components, parts etc. is permitted only for purpose of Internal 
consumption of the licensed items, and no commercial sale of these 
parts, components etc. is permissible, their production by the licensed 
units does not come into competition with the products of small scale 
units."^^ It is obvious that with acceptance of this plea small scale 
manufacturers will have hardly any market in case of those items for 
which the large units can have their own manufacturing capacities under 
the plea, of captive consumption. The implications of allowing production 
in the large scale sector for captive consumption of cycle chains, cycle 
rims, cycle frames, H.D. polyethylene monofilament and polypropylene 
monofilament in August 1981 are bound to not only reduce the scope for 
development of the small scale sector in these industries but also force 
some of the small manufacturers to close down their production. This 
trend runs contrary to the stated official policy of promoting 
ancillary small scale units. 


Preferred Industries: 


During 1980-81, the Small Industry Development Organisation (SIDO) 
identified 114 products as "important from the point of view of growth 

of the small scale sector." These items were considered significant 

12 

from the viewpoint of internal demand and export potential. A good 


10. The Committee further stated that they did not agree with this 
policy as it amounts to denial of benefit of reservation policy to 
small scale sector. They asked the Government to re-examine the 
matter with a view to withdrawing captive capacity in large units 
for manufacture of reserved items. This was one. of the 
recommendations the Government's reply to which was not acceptable 
to the Committee. The government informed that, according to the 
existing provisions of the IDR Act, industrial undertakings 
licensed under certain specifid'd Kdadings of the first schedule 
which mainly relate to engineering and chemical fields, were 
allowed to manufacture components, parts and accessories' and 
inrermedrirteS ±6f captiVe useT Cf.' ISUIA., E's t i’iiiatd§""Cbmftl tT'6’5' 
(1980-81), F^uTteehth Klp’oTTf “Slnall Scale Industries - Raw 
Materials and hafkdting, prese'hted c6 Lok Sabha on Apfil 16, “1981, 

^ . 

11. Cf. Estimates Committee (1981-82), Thirtieth : Report, Ibid. , p. 92. 

12. INDIA,' Development Commissioner (Small Scale Industries), Report — 
1980-81: Small Industries Development Organisation, pp. 



number of these items could never get on the reserved list of industries 
for the small scale sector. (See Table*-?). Only a few such items 
comprising plastic woven sacks, drugs like niacinamide, and calcium 
gluconate have since been adopted for reservatioh. Synthetic 
deterg2nts^_-^n i^por^ item in terms of the fast growing market, did 
hot- receive the reserved item status. Interestingly, enough, while 
serious thought was being given to develop the item in the small scale 
sector a number of Letters of Intent were issued in March 1981, the most 
notable among them being the one granted to the Colgate Palmolive (I) 
Ltd. Hindustan Lever Ltd. was allowed to double the licensed capacity 
of its Jammu unit from 10,000 tonnes to 20,000 tonnes, the bicycle 
industry, ’preferred’ for development in the small scale sector during 
1980-85, provides another example^ While a number of parts that go into 
bicycle manufacturing including frames, handles, chains, axles, pedal 
assembly, rims, tyres, tubes etc. have been reserved, the bicycle 
industry as such is not reserved for the small scale sector. In 
addition, as we have observed above, cycle rims, frames and chains were 
de-reserved to the extent of captive consumption by bicycle 
manufacturers. 

Reserved Items and Existing Large Scale Producers; 

It has been repeatedly asserted by the Government that various 
liberalizations to licensing policy like automatic growth, allowing 
excess production over licensed capacity, regularisation of excess 
capacities etc. are not available for items reserved for the small 
scale sector. The fact, however, remains that in a number of cases 
large scale companies were already in production prior to these items’ 
inclusion in the reserved list. Some of the undertakings were 
operating on the basis of their claim to hold Registration Certificates 
which did not contain any capacity restrictions.^^ In 197 9 the 


13. A number of Letters of Intent issued for the manufacture of 

synthetic detergents were cancelled in April 1983, including that 
of Colgate Palmolive India Ltd. This cancellation appears to be due 
to the delay in implementation. The company was told to apply 
afresh. (Gr. Business Standard, June 2, 1983), It can thus be 
concluded fhat *'t"Rg""b’F5pO‘§ea "d'SWlopment in the small scale sector 
was not the reason for the cancellation. * 

14. Cf . Corporate Studies Group, pp. cit. 
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Table - 7 


List of Preferred Items Selected for Intensive Growth in the 
Small Scale Sector during 1980-85 but are not Reserved for the Sector 


S.No. Name of the Product(s) 


1. Machine Tool Parts 

2. G.I. Wires 

3. Copper Wires 

4. Bicycles 

5. Grey Iron Castings upto 2 Tons 

6. Forgings Ferrous & Non-ferrous upto 2 Kgs . 

7. Non-ferrous castings upto 20 Kgs. 

8. Processed Fruit Vegetable Products. 

9. Building Bricks 

10. FRP Products 

11. Pla.stic Woven Sacks 

12. Drugs & Pharmaceuticals 

13. Paints & Varnishes* 

14. Phthalate Plastics* ■ 

15. Pesticide Formulations 

16. Synthetic Detergents 

17. Rerefined used Lubricant Oils 

18. Distribution transformer 33 KV, 1000 KVA 

19. Control Panels 

20. Instruments; Measuring instruments and control instruments like 
ammeter, volt meter, watt meter, control equipnients 

based on resistance measurements & REMF Measurements etc. 

21. Electronic Items: Cassette Tape Recorders/Car Cassette Players/ 
Telephone Answering Machines and Combination thereof with Radios 

22. Micro Cassette Secorder/Dictaphone 

23. Cassette/Prerecorded Cassettes( Audio and Video) 

24. Intercom Systems 

25. Electronic Teaching Aids 

26. Electronic Multi-meters /Volt s-meters 

27. Electronic Panel Meters 


* Some items of the group are reserved. 

Source s Based on Appendix V given in the Development Commissione-r (Small 
Scale Industries), Report 198 0- 81; Small Industries 
' Development Organisation , 1981 , pp. 237-241 , 
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government annouiiced a scheme under which all industrial establishments 
holding Registration Certificates ( without specifying capacities) had 
to obtain endorsement of capacities on the basis of actual production. 
For -the items reserved for the small scale sectorj,., the productive 
capacity was to be determined with reference to the best three years 
production achieved by the undertaking prior to the date of -reservation 
or August 29, 1973, which... ever was earlier. . 

The same policy, hoisrever, stipulated that if the undertaking agrees 
to buy a,nd market the same or similar products of small scale 
Industries, its own capacity .would be enhanced to 'tliat,,ex,te;n^^ Under 
/this large .company -.ean hava/'. higher level of licensed 
•oapacltiep.V-by.' initially agreeing to market the products of Small scale 
unitsi /later^ could take up its own production to wipe 
out the small scale suppliers because of whom the company got the 
enlarged industrial capacities. Such loopholes cannot but be to the 
detriment of the small scale sector and. help promote the emergence of 
near monopoly conditions in the market. ■ 

, ; There are a number of companies for which the permission in. the 
form of Industrial Licence or absence of it does not materially' seem to 
make’ a-difference. These compahies either keep dragging the matter of 
fixatdiOh of licensed capacity with the authorities on one or other plea 
or .just /keep on producing according to what the market- can bear. A 
number of Large House companies, which claim to have been small scale 
units initially, but are no longer eligible to nort-applicability of the 
industrial licensing system have not accepted the capacities endorsed to 
them on their COB licences. Indian National Diesel Co. Ltd*, Nime Ltd., 
and J.K. Helen Curtis-Ltd. are the ca’ses in point.' ■ . ‘ . . .-j' 

Whenever an item gets placed an the reserved list the then existing 
large .iscald units find themselves in an advantageous position since 
other large scale manufacturers would riot henceforth be able to enter 
the indiis.try,' .They will face a limited and often weak competition fro.m; 
the small ^.is/caie manufacturers. Because of substantial economies of large 
scale production and : marks tiil^ the larger manufacturers w.duld often 
enjoy a price advantage, premium- These economic advantages would 


iai!'. saF 
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.... 1 6 

undoubtedly tempt the large producers to ignore licensing obligations. 
This is particularly so if no punitive action can be taken against the 
violating undertakings. ' 


The Ministry of Law had advised the Government that it may be 

difficult to launch or sustain prosecution against units which do not 

respect the IDRA provisons. They opined that this was because "the 

licences were given in terms of capacities and not in terms of 

production. " In view of this, the Government admitted that 

...it has been difficult to launch prosecutions under the IDR Act, 
on accoupt of the installed capacity being in excess of licensed 
capacity. A few cases of this type related to the manufacture of 
tooth-paste by M/s. Colgate Palmolive, aluminium (sic) by M/s. 
Gwalior Rayons could not be Initiated due to the limitation of one 
year under Code of Criminal Procedure and the problem of acquisence 
as the concerned Administrative Ministry haa befen' providing raw 
iritefiSTS re’ddif^ by thd uiTiT even ‘fb'f " thd' pfddu'Ction 5T 
quantities, in exdess dr th'fe llfcien’sdd Capacity. Similarly, 3ip;i'5Tr 
agaihST Wf sT“ CA’dbuf y Tdr""exceSS' production' of Bournvita could not 
be taken due- to application of Law of Limitations, (emphasis 
added) 


The Bombay High Court, in a recent judgement observed that the 

Union Government has no power under the Industries (Development and 

Regulation Act), 1951 , particularly under Section 29 B (1), to reserve 

any item of manufacture for the small scale industries or any other 

class of industries. The large sector companies have been obviously 

aware of this fact for a long time and hence violations of the licensing 

provisions. This, on the other hand, permits action by large companies 

against the very spirit and purpose of the philosophy of reservations. 

To correct this lacunae in the law the Government of India has issued an 

Ordinance on January 13, 1984. The Ordinance which provides for 

the validation of all notifications and orders issued since 
February 19, 1970 regarding defining of small-scale and ancillary 


15. A number of companies were found to be producing at levels far 

above their licensed capacities. It was also observed that 
reserved items also had been no exception. Indeed, in some cases 
reported production was more than double the licensed capacity. 
Cf. See Corporate Studies Group, op. cit. Even the Ministry of 
Hraustry, admitted that it receiv^ complaints that large and 
medium sector units were producing reserved items like laundry 
soap, sodium silicate, tooth paste, tin containers, paper 
conversion products, dyestuffs and gummed stamped papers' etc. ’ in 
excess of capacities endorsed on their licences or registration 
certificates. Cf. Estimates Committee (1980-81), Fourteenth 
Report, op. cit. "'" ^ ' 

16. Cf. E stimates Committee (1980-81), Fourteenth Report, op.cit., p. 


Financial Express , February, 10, 1983. 


17. 



97 


industries and also reservation of certain items of production for 
the small scale sector 

clearly reflects the weak grounds on which the reservation policy was 
being followed during the f>ast thirteen years. 

The magnitude of the problem can be understood from the following 

illustrations. For instance, Britannia Industries Ltd., Indian 

affiliate of a transnational corporation, reported a production of 

34,042, 34,907, 39,817, 48,945, (15 months), 41,266 and 41,200 tonnes of 

biscuits and high protein food for the years 1978, 1979, 1980, 1981, 

1982 and 1983 respectively against a reported licensed capacity of just 

3,600 tonnes. The company has been arguing that: 

Licensed capacity for biscuits is exclusive of capacities in 
respect of plants which were established before the licensing 
regulations came into force. The matter with fyga'fd to" end'b~f'b"dm"b'hl! 
bf capacity fdt blfeeiii't's is, however, under consideration of the 
Central Government. (emphasis added) 

In its Annual Report for the year 1982-83, the company reported an 

increase in its Installed capacity of biscuits and high protein food 

from 35,536 tonnes to 47,601 tonnes (nearly 34% increase) and this 

increase was justified on the basis of certification by certified 

Chartered Engineers! 


Colgate Palmolive (I) Ltd., another transnational corporation 
operating in items reserved for the small scale sector, has been 
contending in the following manner. 

In its Annual Report for the year 1978: 

The Industrial undertaking was established prior to the enactment 
of the Industrial (Development & Regulatldn) KE't~ 19Tn TTrS" 
Company, therefore, did not require any industrial licence at the 
time of establishment of its undertaking. In 1957, the Company was 
granted a licence fot substantial expansion for the manufacture of 
Tooth Paste, Face Cream and Snow, Talcum and Face Powders, Oils and 
Shampoos and other requirements. The Company applied for 
endorsement of its productive capacity on its Registration 
Certificate under the Industries (Development & Regulation) Act, 
1951, in pursuance of Government Notification No. S.O./IDRA/10/75/2 
dated July 5, 1975. The Go’yernment's endorsement of the annual 
productive capacity communicated through their letter of February 
14, 1979 was for Tooth Powder 77 tonnes and in respect of Tooth 
Paste works but to 1,388 tonnes which are much below the installed 

capacity of 2025 tonnes and 6,982 tSTTheh te^bfecti’ifSTy hiid tfih 

actuar proBTuctibn-'achleved "during 1978 of 2,150 Ahd 67003 tonnes 
respectively for these products. The company has made a 
representation to the Government for endorsing its current 
productive capacity on its Registraion Certificate. The matter is 
still being followed up. (p. 18) (emphasis added) 


18. Britannia Industries Ltd*, Annual Report , 1982-83, p.27. 
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In its Annual Report for the year 1979: 

which (the endorsed capacities) are much below the installed 
capacity of 2,025 tonnes and 6,982 tonnes respectively and the 
actual production achieved during 1979 of 2,400 and 5,964 tonnes 
respectively for these products. The Company does' not share 

Government is view ^in this regard antTirt li a" s i hTd rWecf G o v e r n m ' e n t" 

accord!!^^ addecT) — « - — 

In its Annual Report for the year 1980: 

... The Company does riot share Government’s view in this regard and 
■ it ters* of - fact, the 

endorsed capacities are much lower than the actual production 
1980 of 2,880 and 7,228 tonnes for the two products 
respectively. Presently the installed capacity at full utilisation 
of the equipments based on replacement oi old equipment, current 
technological and other relevant factors is assured at 4,500 tonnes 
for tooth powder and 11,000 tonnes for tooth paste, (p. 21) 
(emphasis added) 

There was no change in the company’s stand even in 1982 and it 
further .claimed that' it had been advised that it was entitled to utilise 
its installed capacity . The company’s installed capacity of tooth 
powder increased from 2,025 tonnes' to 4,500 tonnes' and that of tooth 
paste increased from 6,982 tonnes to 11,000 in just one year(1980). In 
this connection, it may be relevant to refer to the observations of the 
Estimates Committee of Parliament: 

Items like tooth paste, laundry soap and cycle tyres and tubes are 
’reserved’ items which are being produced by multinationals and 
large units also. There are many other reserved items which were 
licensed for production in large sector prior to reservation. 
Since 1970, wnen tooth paste, for instance, was reserved for 
exclusive production in small scale sector, 0 organised sector 
units with total approved capacity of 3927 M.T.s had increased 
their production to 9400 M.T.s by the end of 1978. On the other 
hand, in the small scale sector, as against the installed capacity 
of about 4700 M.T.s in 9 small scale units, the production of tooth 
paste in 1978 was only about 740 M. Tons. If there have been 
loopholes in the Industries (D & R) Act, as the Ministry seem to 
hint\ which allow large industries to produce more than the 
authorised capacity on tne plea of more efficient use of installed 
capacity, the Ministry have not explained why they have allowed the 
loopholes to continue so long to the detriment of small scale 
SGctpt^. It is rather difficult to accept that increase of 
' production, .o .FT'od t'h'' jp a b , ■"9'^0''0. HTs " ai ,aga,'f Si'T'’'' 1^ 

. capaci ty df*T927" MT s in~ la Fge sector ^ Gdin:d"' ne lu^ mbife 

. ; ' 'eTr!7c1I^t~s#'Wv:instlT^ s tify7 , 

.• There' ate com pTairi ts b f exc e s 'b"' p r odu c t¥bb“ s e c f ’erf"" “Tt 

^ res pec- 'bf . OThb'r ''' bbserTOd~ ' nte'.l'l*^^s^ 


Hindustan Lever’ Ltd*, provides another interesting example. The 
company produces tooth paste, shaving cream, and other toilet 
preparations. These products are reported by the company in its Annual 
Reports underthe head ’Personal Products’. In its Annual Report for 
the year .1982, the company reported an increase in its installed 
capacity of personal products from 2,166 tonnes to 4,180 tonnes i.e* an 


19. Estimates Committee (1981-82), Thirtieth Report, op# ett*, p. 67.: 
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increase of . more than '2000' tonnes .(93%')* The, enhanced.' capacity has been 
justified on, the" bas.i.s of .an' estimation by' an independent chartered 
engineer"! ' 

„ The coiiip,any,''repo"rted .an, increase in its .licensed capacity of 

^personal prdductsV, f roa 3;'208 tonnes, tc '5^'2GB /wonnes* . , .Correspondinglyj 

the,-. com,p,any. alaim.s a peri(n,itted- ■ liberalisation,' of the ^ licensed capacity 

to- the extent , of ;2 5. per cent*^® With the toilet ,pre.parations falling 

basically in :the small scale reserved list., it i,s not clear how the 

company could get . a substantial expansion licenc'e and-.on what basis it 

is claming liberalisation of the licensed capacity, particularly since 

the company falls under both MRTPA and FERA* Even in the case of soaps, 

which includes laundry soaps, a reserved item, the company has been 

reporting the ’licensed* capacities on the basis of its ’submission’ to 

the government, and not the ones actually endorsed on its Registration 

Certificate*. This becomes evident from the explanation provided by the 

company in its Annual Report for the year 1982. 

Since our undertakings for manufacture of soaps were in existence 
prior to the enactment of Industries (Development and ‘IRieguTaTTonsT 
Act , 1?31^ Th^ho^ahy only ■requi'tc^d o R^|^i''sTrh-C15h' 

UertiTicate and later under an amendment of the Act in 1975, to 
apply for endorsement of capacity on the same. The capacities 
disclosed herein, as is done previously, are in accordance with the 
company’s submission to Government relating to its installed 
productive capacities* The Government has, subsequent to the year 
end, endorsed lower capacities without a technical inspection of 
our installed capacities* As provided under the law and the 
guidelines issued by the Government, the company has represented to 
the Government and requested for endorsement of capacity based on 
technical inspection* The company’s repres^-ptation is under the 
consideration of Governmeht' Xe'^phasi's add.edj'.'-. " .', - ■ ' , 

Also one finds it difficult to understand the claim of the company 

of an increase in its licensed capacity of soaps from 70,108 tonnes to 

76,775 tonnes* The company did not disclose earlier that the reported 

’licensed’ capacities were based on its submission to the government and 

not the ’actual licensed capacities’ as was explained in its Annual 

Report for the year 1982 but the general footnote only said /‘Licensed 

capacities '■ include registered capacities for activities .existing prior 

22 

to the Industries (Development & Regulation) Act, 1951.“ 


20. 

Hindustan 

Lever 

Ltd*, 

Report 

and 

Accounts, 

1982, 

p. 15 

21. 

Ibid., p. 

15. 







22. 

Hindustan 

Lever 

Ltd., 

Report 

and 

Accounts, 

1981, 

p* 14 
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If an item is not reserved for the small-scale sector but is 
manufactured both in the large organised sector as well as in the small- 
scale sector, there would be built-in unfair competition. However, 
excise duties on the large sector are expected to neutralise the 
comparative advantage that large units may have on account of economies 
of scale. But t^hen an item is reserved for the small scale sector, the 
policy objective goes beyond mere cost adjustments. For instance, when 
a large scale organized sector company expands its manufacturing 
capacities in the shoe industry this would directly result in lesser 
economic opportunities for the cobblers as a community, who belong to 
the most depressed sections of the Indian society. Take the case of Bata 
(1) Ltd. The company was reported to be producing 64.6 lakh pairs of 
shoes against the licensed capacity of 31.2 lakh pairs at the company's 
factory located at Digha. The level of excess production was also 
quite high in other units of Bata. This fact came to the notice of 
Government in 1968-69. One does not know of the precise action taken 
against the company for this violation. The only fact known is that the 
company today does not even report the extent of the "capacity 
licensed". For at least five years (1978-1982) the company merely 
mentions: 

Application for endorsement of productive (installed) capacities on 
the Registration Certificates have bean made and they are pending 
consideration by Government of India.'^ 

One can cite case after case to show how the phenomenon of excess 
production by large scale units in items reserved for the small scale 
sector, affects adversely the poorer households, small entrepreneurs, 
local craftsmen and the sections of population which were supposedly 
sought to be protected. In such cases, probably, the justification for 
the violations may be in the exports undertaken or in the desire to 
achieve optimal utilization of the plant and machinery to reduce costs 
for the consumers. This could be a justification for the violations. 
In case of the shoe industry, however, it is only too well known that 
the economies of scale as associated with mechanization have not led to 
lower prices, even for the ordinary shoes generally required by the 

23. ILPIG Report, op. clt ., ( Appendices), Vol. Ill, p. 59. 

24. Cf. Annual Reports of the Bata India Ltd., 1978 to 82. For 
TSstance see. iJchedule 18 (b) of the company’s Annual Report for the 
year 1981 , p. 20 
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shares, and in what pattern, the advantages of such exports? 
This is an open-ended question. In the case of garment exports a study 
under the Indo-Dutch Programme of the ICSSR shows that the lion's share 
is claimed by the trader intermediaries. - _ 

Whenever large* houses and FERA companies are allowed to expand in 
the reserved itemsV the Government, it is claimed, puts an obligation on 
the tinit to export per cent of the additional production effected.^^ 
The company Annual Reports do not provide information with regard to the 
fulfillment of their obligations. The Estimates Committee of Parliament 
dealt with this aspect at some length. The Committee was informed by 
the Ministry of Industry that complaints regarding the sale in the 
domestic- market by large scale units on the plea that they were unable 
to expert were received in the case of tissue paper, hji'draulic Jack, 
bolts. Screws and duplicators. It was further stated that "in respect of 
tissue paper the action was' taken and the particular unit was asked not ; 
to continue production. Export obligation was scrutinised and revised 
obligation was imposed". To this the Committee reacted that "It is a 
moot point whether the aforesaid action taken by Government could 
actually be called 'action' at all". The Committee asked the Government 
to deal with such cases more stringently "in order to save the small 

scale sector from such surreptitious attempts of the Large Units to out- 

26 " ' ' ' ' 

market the former." The Government’s reply to this recommendation of 

the Committee makes interesting reading. It says that; 

...while taking such action (against manufacturers who fail to 
discharge on export obligations imposed on industrial licences) 

, Government keeps in view the difficulties that may be inherent at a 
particular time in the export of a particular product... in the 
case of regular exporters or in the case of exporters where the 
value involvled is high, the exporter may be exempted from giving a 
bank guarantee with his export obligation bond and instead, only a 
legal agreement with a bank guarantee may be accepted. In the 
legal agreement, a provision is made in the event of the exporter 
not being able to export the goods as per the export obligation 
laid down, he shall hand over the goods to the agency ^nominated by 
Government and pay liquidated damages to such agency. 

The nominated agency would then try to sell them abroad at a price that 
it is able to fetch. The Estimates Committee observed that in actual 

25. Cf. INDIA, Ministry of Industry, Department of Industrial 
TfSVelopment, Press Note No. 11/15/80-LP dated April 21, 1982. 

26. Cf. Estimates Committee (1980-81). Fourteenth Report, op. cit. , pp. 

T21 to 124.' v."‘' _■ 

. Cf. Estimates Committee'. Thirtieth Report, dp. cit. , p. 71. 


27 
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practice, the STC, which is the nominated agency, was having certain 
practical difficulties in taking over the goods in such cases. . 

Identification of Reserved Items Manufactured by Large Scale Sector 

Company Annual Reports are an important source to know the 
production status of the industrial licences issued under the IDEA. In 
these publications, quite frequently, i ther production and capacity data 
are reported in such vague terms which makes a mockery of any regulatory 
system. The vagueness in reporting ranges, as .we have already noted in 
another study referred to earlier, from 'tablets and capsules' to 
'heavy inorganic chemicals' to 'industrial -machinery'. From such 
reportings it is not possible to know even the names of products 
manufactured by a company, let alone the actual production of any one 
product. Apert from its effect oh monitoring and. implementation of the 
industrial licensing system, vagueness and: clubbing of licences also 
affects the identification of items manufactured::by large scale units,' 
which are reserved for ihe small scale sector. 

Table-8 lists companies which hold licences for products, certain 
ranges of which also find a place in the reserved list of items for the 
small scale sector. What has been the government's policy with regard to 
licensees holding licences for products which overlap with the reserved 
items? HoW does the government decide the relative portion of reserved 
and uhfesefved ranges when it comes to automatic growth or 
regularisatlon of excess capacity? These are difficult questions. The 
Ministry of Industry,, however, has not enunciated a clear; policy to deal 
with such 'cases.'; ..-'j , ■ 

A dimension of the problem may emerge clearly from the following 
example. 'Low tension insulators' are reserved for production in the 
small scale sector. Indian Rayon Corporation in its annual report for 
the year 1981-82 reported a licensed capacity and production at 11,000 

and 10,681 M.T. respectively of 'High & Low Tension Insulators and 

30 

Bushings'. If the company has been granted a single licence for 'High 

29. Corporate Studies Group, op. cit. 

3 O.aA Indian A Rayon Corporation Ltd., Annual Report, 1981-82, p. 22. ■ 
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& Low Tension Insulators and Bushings’, it will have the liberty to 
either manufacture low tension insulators to full capacity or have any 
other production mix. On the other hand if the licence showed separate 
sub-limits, the maximum limits would have been fixed. The company 
reported a production of .6,282 M.T. of the ’product’ for the year 1978- 
79 against its then existing licensed capacity of only 5,000 M.T.^^ The 
company acquired a unit, through the amalgamation of Jaya Shree Textiles 
and Industries Ltd., in 1976. The amalgamating unit had reported 
separate licensed capacities of 1,400 M.T. of high tension insulators 
and bushings and 200 M.T. of low tension insulators in its Annual Report 
for the year 1971.'^ What would any monitoring system do to deal with 
such cases? 

There are a number of reserved items like soaps (laundry), radios 
(low cost upto Rs.250/- each), diesel engines (upto 15 H.P. slow 
speed), voltage stabilizers (domestic type), electric motors (1 HP to 
lOHP A.C. - except special type), fans (table), duplicating machines 
(other than those of special type), concrete mixers (upto 3 cubic metre 
capacity), exhaust fans (upto 460 mm.) etc., in whose case the 
identification of excess production over licensed capacity by large 
scale manufacturers is practically impossible. It can always be claimed 
that the item of manufacture is of a ’special’ type. Chemicals is a 
typical problem area. A number of chemicals appear in the reserved list 
with qualification ’ — lab', thereby implying that the chemical of 
laboratory grade is reserved for the small scale sector. How many 
companies are there in the organised sector which report whether they 
are producing for laboratories or for industrial use? Obtaining of such 
information is a near impossibility. 

In the case of hose pipes manufactured by Jaya Shree Textiles & 
Industries, a division of Indian Rayon Corporation Ltd., The Telegraph, 
dated November 4, 1982 reported that the company's application for 

31. Indian Rayon Corporation Ltd., , Annual Report , 1978-79, p. 28. 

32. Jaya Shree Textiles and Industries Ltd., Annual Report, 1972, 

Schedule 'O’. 

33. Is it presumed that large scale sector cannot produce high quality 
lab standard chemicals? Or, conversely, laboratories can be dumped 
with products of low standard whereas other production activity 
cannot be supported with substandard products? 
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regularisation of excess capacity in the case of ’rubber reinforced and 
lined hose pipes' was not accepted by the Ministry of Industry as it 
felt that the items were reserved for the small scale sector. The 
Development Commissioner for Small Scale Industries, however, seems to 
have said that the item was not a reserved one. He explained that only 
fire fighting hose and not rubber reinforced and lined fire fighting 
hose was a reserved item. Hose pipes, as appearing in the list of items 
reserved for the small scale sector are: (i) rubber hose pipes-excepting 
wire braided high pressure-hydraulic hoses (later changed to rubber hose 
pipes excluding braided hoses vide Notificatiori No. S.O. 312 (E) dated 
12.5.1980) and (ii) rubberised canvas hose pipes-excepting wire braided 
high pressure hydraulic hoses. ^ The hose pipe case is only an 
illustrative one to show the problems involved in operationalisation of 
the reserved list. 

Herdillia Chemicals (Parry/FERA) was issued a Letter of Intent in 
March 1981 for 6250 tonnes of 'phthalates'^^, while (i) diethyl 
phthalate, (il) diocityl phthalate* .(iii) dibutyl phthalate and (iv) 
dimethyl phthalate are reserved for the small scale sector. A Letter of 
Intent for manufacture of 8,000 tonnes of ceramic glazed wall and floor 
tiles was issued to Sliri Maheshwari of Bangalore'^ while glazed 

tiles upto lOcm x lOcm are reserved for the small scale sector# 

Similarly, Excel Industries Ltd# was given a letter of intent for 8000 

■' ■ '37 

tonnes of ceramic floor & wall tiles. Asian Paints (I) Ltd., was 

given a Substantial Expansion (SE) Licence for 25,640 tonnes (after 
expansion) of paints and enamels'^” while (i) red lead paints (ii) red 
oxide paints, (iii) wagon black paints, ,(iv) graphite paints, (v) paste 
paints, (vi) aluminium paints and.’. (vii) bitumen based paints are 


34^ Guidelines for Industries(1979), p. Sec. IV-4. The compay finally 
obtained a licence in November 1983 for increasing its licensed 
, capacity from 5.1 lakh, meters to 8.1 lakh metres. 

35. Indian Investment Centre, "List of Industrial Licences/Letters of 

Intent Issued Under the Industries (Development & Regulations) Act 
1951 during March, 1981", Supplement of Monthly News Letter, April 
1981, p. XV. ■ ■ ■'/ _ : V",' : " - . 

36. Ibid ., December 1981, p. xii. 

37. Ibid., February 1983, p. xv. 


38. Ibid., June 1981, p. iii. 
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reserved for the small scale, sector. Similarly, another company. Alkali 

& Chemical Corporation of (I) Ltd. was given a letter of intent (SE) in 

May 1983 for increasing its capacity of paints, varnishes and enamels 

from 70.50 lakh litres to 120.50 lakh litres. In contrast to this. Dr. 

Surinder Kapur of Bombay was given a letter of intent in May 1983, which 

clearly specifies the licensed products as follows: 

Paints for Industrial and General Use (i) low baked paints (ii) 
water borne paints: (a) spraying type (b) electrophoredic type and 
Co) dipping type (iii) two comp^ents paints (acrylic and 
polyurethen^ <iv) high solid paints'^ 

Finally, the fact that the Large Houses cannot be prevented from 
entering into the areas reserved for the small scale sector, if they so 
wish, is reflected from a case reported in the India Today dated October 
15, 1982. It is reported that Nlky-Tasha India Private Ltd., "run by 
Mrs. Ritu Nanda .... but masterminded by her husband Rajan Nanda, who 
happens to be president of engineering giant Escorts Ltd." was doing 
exceptionally well: having started with a Rs. 4 lakh bank loan, the 
company was expected to reach a sales turnover of Rs. 10 crores in its 
first full year of operation - with profits of Rs. 4 crores. According 
to Mrs. Nanda, the profits in the first year will be "more than that for 
any division of Escorts, barring one."^® Having been promoted by members 
of a Large House, one would expect that the company must have entered an 
industry included in the Appendix-I.^^ But one finds that the items of 
manufacture are gas stoves and cooking ranges, which do not find a place 
in Appendix-I and moreover, are reserved for the small scale sector.^^ 


39. Ibid., June 1983, p. xiv. 


£l.* India Today , Vol. VII, No. 9, October '15, 1 982, 
41. As per the ’Industrial' Policy - Government Dei 


129. 
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As per the ’Industrial Policy - Government Decisions’ dated 
February 2, 1973, Larger Houses will be eligible to participate in 
"the core industries of importance to the national economy in the 
future, industries having direct linkages with such core 
industries, and industries with a long term export potential are 
all of basic, critical and strategic importance for the growth of 
the economy" provided further that the item of manufacture is not 
the one that is reserved for production in the public sector or in 
the small scale sector. These, industries are often referred to as 
Appendix-I Industries. Cf. Guidelines for Industries (1979), pp. 
Sec. II - 6 to 9. 

The list of items reserved for the small scale sector includes (i) 
gas appliances such as cooking ranges, (ii) electric stoves upto 3 
KW, (lii) hot plates/boiler plates upto 3 nos/upto 4 KW. (iv) 
cooking ranges upto 4 hot plates/boiler plates with/ without baking 
oven hot cases upto 4 KW, and (v) baking ovens with/without 
provision for roasting/grilling upto 56.6 litres and 1 KW. Cf. 
Guidelines for Industries (1982) pp. Sec. Ill - 77 and 79. 
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It is also interesting to note that the National Small Industry 

Corporation Ltd.{NSIC) has formulated a hire-purchase scheme for selling 

43 

Niky-Tasha products to the salaried classes. 

Non-applicability of Licensing for Reserved Items; 

It has been the stated policy of the government that large 
companies will not be allowed to exceed the licensed capacities in the 
case of products reserved for the small scale sector manufactured by 
them. In this background, it is surprising to come across a number of 
cases where Large House companies claim non-applicability of licensing 
for the reserved items produced by them. How can one 'prevent them from 
exceeding their ’licensed’ capacities when they claim non-applicability 
of industrial licensing and thus ate not bound by any capacity 
constraints? The cases listed in Table-9 excluding the ones which 
were known to be claiming non-applicability on the basis of being small 
scale units, illustrate this point clearly. A number of Large House 
Companies are operating in the manufacture of Readymade Garments, an 
item reserved for the small scale sector. Interestingly most of them 
have been claiming non-applicability of industrial licensing for this 
item, (i) Coromandel Garments Ltd. — subsidiary of Svadeshi Mills Co. 
Ltd. (Tata); (ii) Mafatlal Apparel Mfg. Co. Ltd. --subsidiary of 
Standard Mills Co. Ltd.(Mafatlal), (iii) J.K. (Bombay) Ltd. -- 
subsidiary of Raymond Woollen Mills Ltd.(J.K. Singhania), (iv) Rajindra 
Dying & Printing Mills Ltd. — subsidiary of Ahmedabad Mfg. & Calico 
Ptg. Co. Ltd.( Sarabhai) , (v) Binny Ltd. (Binny), (vi) Modella Knitwear 
Ltd., — subsidiary of Modella Woollens Ltd., (vii) RNR Apparels Ltd. — 
subsidiary of Dawn Apparels Ltd., and (viii) Dawn Apparels Ltd. — 
subsidiary of Dawn Mills Co. Ltd. are cases in point. 

A number of companies belonging to the Kbres (I) Ltd. group claim 
that licensing is not applicable to their manufacturing activities. 
Koron Business Machines Ltd., Deeko (I) Ltd., Reeves (Artiste Materials) 
Ltd. are cases in point.^^ Similarly, Premier Lines Ltd., Amartara 

43. Cf. Circular (Ref. No. SI'C7MKG/DE¥/5(11)/83) Dated 21.11.1983 of 
TFTe National Small Industries Corporation Limited. 

44. Kores (India) Ltd., however, obtained a COB licence in. May 1983 in 
' the case of stencil papers, carbon paper and teleprinter rolls. 
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Plastics Ltd., Ajay Industrial Packagings Ltd., and India Cork Mills 
Ltd. belonging to Amartara Ltd. group also did not report licensed 
capacities for the products manufactured by them. (See Table-8 for 
details) . . 

' • these companies - able -to claim non-applicability of 

licensing for these products? Is it because they are registered small 

scale units or because the products do not fall under Scheduled 

Industries? The fact that not all reserved items are part of the 

Scheduled Industries is already brought out by the example of pressure 

cookers which was brought under industrial licensing after it was de- 

reserved. It may be noted that even the Third Plan Working Group on 

small scale industries felt it necessary to emphasise that: 

with regard to reservation of certain products for manufacture in 
the small scale sector, it may be necessary to incorporate these 
items in the Schedule to the Industries (Development & Regulation) 
Act as items reserved for the small sector so as to give 
legislative backing to this measure. Otherwise, the small units 
may not be able to derive benefit from the reservation, as there is 
nothing to prevent the Aarge scale sector from taking up 
manufacture pf these items. 

It has been widely recognised that registrations under the MRTP Act 
do not reveal the full composition of a Large House. Thus many 
companies belonging to Large Industrial Houses can, by not registering 
themselves under the Act, conveniently avoid the additional restrictions 
imposed on the MRTP companies, particularly those relating to the 
reserved items. Additionally, a number of well-knit groups whose 
combined assets did not cross the Rs.20 crores mark required by the MRTP 
Act , and which generally form the medium sector of the industry can 
avoid provisions of the. IDRA more easily and thus reduce the impact of 
the protection provided to small scale units. 

Marketing of Small Scale Sector Products ; 

One problem of small entrepreneurs has always been that they cannot 
face direct competition from the large scale sector. The various types 

45,. INDIA, Ministry o,f Commerce & Industry. Report of the Working 
Group on Small Scale Industries — Programme or WOrk f Of tM Ttfitd 
■' T gif' TTSh ; i ' F5 : 9; ' pT invT 

46. For instance, it was observed that out of 988 companies identified 
by the ILPIC as belonging to the eighteen Large Industrial Houses, 
as many as 512 companies did not register themselves undet the MRTP 
Act, (See S.K. Goyal, Monopoly Capital and Public Policy, Allied, 

197§, Table III. 3, p. 24) V 
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of assistance do help the small scale producers but these are no 
substitutes for an assured market. Further, small units, individually 
speaking, cannot undertake any large scale advertisement campaigns and 
other sales promotion activity. It is beyond the capacity of individual 
units. The National Small Industries Corporation (NSIC), at one time, 
was expected to promote standardization and organise internal marketing 
and provide other support to this sector. The NSIC, however, has 
largely confined Itself to handling orders for the small scale sector 
from the Government. This role too has been benefitting a small number 
of units. It was observed that out of nearly 20,000 small scale units 
registered with the NSIC for government purchases, the actual number 

/ 7 

availing of the scheme was as low as 1200.^ 

Another important development in the small scale sector relates to 
the marketing/sub-contracting relationships between small and large 
scale enterprises. The large ones having access to wide market 
potential have been entering into production arrangements with large 
many units of the small scale sector. The design and other 
specifications are provided by the marketing enterprise and actual 
production is the responsibility of the supplier units. As a result, 
one large unit markets products of many small scale manufacturers. The 
manufacturer is like a ’green room' boy working behind the scene. The 
name of the small scale manufacturer is generally not disclosed to the 
customer. The products are sold under brand names of the marketing 
unit. Since there is decentralised manufacturing, the possibilities of 
labour troubles do not have to be faced by anyone particularly by the 
large scale company which is marketing these products. The small units 
are held in marketing bondage with the sole discretion left with the 
trading/marketing enterprise. Because the small units are either 
exempted from, or pay relatively lower excise, ..the marketing enterprises 
are able' to get products cheaply and yet price them high on the plea of 
high excise on production of consumer goods. Since the suppliers are 
many, the larg.e organised units are able to extract maximum concesions 
on account of their being monopoly dryers (Monopsony) and make the small 


. r- . 



47. Nasir Tyabji, "A First Approximation to an Evaluation of the NSIC 
Government Purchase Scheme (Mlmeo), Indian Institute of Public 
Administration, New Delhi, 19/7. 
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manufacturers vie with one another, to the detriment of their own 
interests . 


The economic advantages of trading are substantial and once 
Consumer acceptability has been obtained the marketing unit starts 
enjoying a premium on whatever is sold under its brand name. For such 
trading units, which also have some manufacturing of their own, the 
marketing of small scale units' products can be more rewarding than 
their own production. In this process the large trading company is able 
to avoid 'excise duty’ since it has ho manufacturing activity, while it 
sells 'Trade Mark’ goods to maintain its identity and goodwill for the 
future when it could enter into manufacturing -- should that ever become 
a viable business proposition. 


Singer Sewing Machine Company, a transnational corporation, has 

been marketing sewing machines manufactured by the Indian small scale 

sector. The Prospectus Issued in January 1982 by The Indian Sewing 

Machine Co. Ltd. (ISMACO), a Company incorporated for taking over the 

Indian business of the Singer stated; 

For the past twenty years, the Indian Branch has been marketing 
indigenously produced domestic sewing machines under the Trade Mark 
"Merritt", owned and locally registered by the Singer Company and 
licensed in favour of Singer. These machines were and continue to 
be produced by local manufacturers, including those in the small 
scale seefeor, to whom Singer extended technical and quality control 
support . 


The company markets sewing machines and components manufactured by 
nearly 80 small scale units, the annual purchases accounting for more 
than Rs. 7 crores. Sansar Machines Ltd., in which the company holds 40 
per cent equity is one of the suppliers of sewing machines to the 
company. The company, in which Singer Sewing Machine Co. USA holds 
extensive managerial control , now expects from its association with 


48. Prospectus of Indian Sewing Machine Company Ltd., dated January, 2, 
1982, p.7. 

49. The Articles of Association (Article 117) of the company (ISMACO) 
gives the Singer company the right to appoint one-third (non- 
retiring) of the total number of Directors on the Board of 
Directors of the company.. Further, no quorum at any meeting of the 
Board "shall be deemed to be constituted unless one of the 
Directors appointed by the Singer Company, pursuant to the 
provisions of Article 117 or his Alternate Director shall be 
present at the meeting". Article 156 provides that "the questions 
arising at any meeting of the Board of Directors shall be decided 

Contd ... 
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NSIG (6,00,000 shares have been reserved for allotment to the NSIC which 
makes its share in the total equity to be 30 per cent) "further 
meaningful development of programmes for manufacture of sewing machine 
components throughout the country in the small scale sector."^® 


Similarly, Bajaj Electricals, a company of the Bajaj House, is a 

trading concern with a sales turnover of nearly Rs.22.0 crores during 

1979-80. The company markets goods purchased from other manufacturers, 

many of whom are small scale units. The Directors of the company 

informed in the Annual Report for the year 1978-79; 

The company has intensified its efforts to cater to the needs of 
the medium and small scale industries by providing them: technical 
services and by marketing their products... the company has lent 
services of one of its senior executives to the Central Government, 
at its own cost, for assisting in marketing products by small scale 
industries under District Industries Centres Scheme.! This 
assistance still continues to be rendered by your company. 


The two small scale units promoted by the ITC Ltd., reported 

earlier, also illustrate this practice. The company reported that "The 

Marketing and Exports Division markets non-traditional items such as 

Fashion Garments, Marine Products, Light Engineering Goods and c Carpets 

.52 

with supplies coming from small scale sector operations. The case of 
Peico Electronics and Electricals Ltd. (formerly Philips (I) Ltd*) which 
is. marketing hearing aids, an item reserved for the small scale sector, 
under its brand name , provides an example of a company successfully 
circumventing the ban on the entry of Large House companies and foreign 


by a majority of votes; Provided that such majority shall include 
the affirmative vote of at least one of the Directors appointed by 
the Singer Company pursuant to the provisions of Article 117.... In 
the case of an equality of votes, the Chairman shall have a second 
or a casting vote...." The Singer Company also holds the right to 
nominate one of the Directors of ISMACO as its Chairman by virtue 
of the Article 155 (Cf. Indian Sewing Machine Co. Ltd., Prospectus 
dated January 2, 19^7 PP* 16-17). It follows from the abovfe Chat 
no policy decision can be taken in ISMACO without the consent of 
the Singer company irrespective of the voting strength of other 
shareholders which includes NSIC's 30 per cent. 

50. Apart from ceiling fans, which the company has already started 

marketing, the NSIC plans to market a number of other products like 
wooden base and covers for sewing machines, washing machines, 
electric irons, geysers, pressure cookers, toasters, cooking 
ranges, ovens, etc. The NSIC feels that "a large potential exists 
for small scale units to market their products through ISMACO 
outlets." (Cf. National Small Industries Corpn. Ltd., NSIC^: Partner 
in Progress , September, 1983.. T'! 

51. Bajaj Electricals Ltd., Annual Report, 1978-79, p.3. 

52. ITC Ltd. Report & Accounts , 1982, p. 21. 



119 


companies into the reserved items*- The reported small scale 
collaborator is said to be belonging to the Cosme Matias Menezes group 

C'O ■■ 

of Goa. Besides the advantage of ’PHILIPS* brand name, the company 
has been providing free audiologicai service and has also launched a big 
advertisement campaign which a small scale unit, generally, cannot 
afford. This obviously gives Peico a definite edge over the existing 
small scale manufacturers of hearing aids and it may probably squeeze 
out the latter eventually. 

Bata India Ltd. also purchases a substantial quantity of leather 
footwear from the small scale sector.^^ Similarly, Britania Industries 
Ltd. has been marketing bakery products manufactured by small scale 
units. The company has been pleading for allowing ’normal growth* to the 
organised sector in the items reserved for the small scale sector. The 
chairman of the company holds the view that "the needs and Interests of 
both the sectors are Identical and deserve equal treatment”^^^ The 
company welcomed the government's proposal for increasing the registered 
capacity of a company to the extent it buys and markets same or similar 
products manufactured in the small scale sector. The company, which has 
been representing for the recognition of its installed capacities, 
marketed more than 6,000 tonnes of biscuits manufactured by small scale 
units during i981--82. These represent 13 per cent of sales turnover 
of the company during that year. Similarly, traded goods account for a 
substantial portion of the sales of Blue Star Ltd. In 1982-83, their 
share was 58 per cent (Rs. 34.37 crores out of Rs. 58.99 crores).^^ 


Business Standard dated September 20, 1981 and March 14, 1982. 

54. The Managing Director of the company disclosed recently that since 
there is no limit on sales while there is restriction on 
production, the company would be utilising the services of small 
scale sector to a larger extent in future. Presently, the company 
is buying nearly 3 million pairs of leather shoes and 8 million 

f airs or PVC shoes a year from small units. (Cf. Economic 
imes(Delhl) dated January 11. 1984 and Business StramraaT^rraarrW 
jumanfy lo, 1984). 

55. Britannia Industries Ltd., Annual Report, 1979-80, p.5. 

56. Cf. Britannia Industries Ltd., Annual Report, 1981-82, (Chairman’s 

■^57-.i::\;'^"BiueS-Staf;-:;IJ:d:.;,:-;': Annual: :; Repofte^ :-Sl982*83.-v"^^^^ 
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Colgate Palmolive (I) Ltd. test marketed synthetic detergents, 
purchased from outside, valued at Rs.25.79 lakhs in 1980. This was 
done with a view to start its own production later. Voltas Ltd., which 
claims to have extended its activities to the "development, promotion 
and marketing" of a range of low-cost items manufactured under the 
company's supervision by a number of small scale producers has put forth 
an interesting argument against the public distribution system and the 
cooperatives. It says: 

The advantage of our more efficient management is diminished by the 
higher costs we pay; the wastefulness and ineffectiveness of so 
many public and cooperative organisations areraarked by the 
advantage of the lower rates of interests they pay."’ 

The trend is self evident. The larger companies would increasingly 
take up marketing of goods produced in the small scale sector in view of 
the associated multiple advantages. This saves them of labour 

problems, places them in a position to avoid excise duties, enables them 
to enter and expand in areas which have low priority or are reserved for 
the small scale sector. All this is done in the name of providing 
marketing service to the small scale producers! 

While the official policy places a considerable reliance on the 
reservations for the small scale sector, the present review suggests 
that the actual operation of the policy has had very different 
implications than what is claimed. The successive revisions of the 
reserved list have resulted in narrowing down the reserved areas of 
economic activity for the small scale sector in a number of industries. 
The revisions also suggest that there has been some role of lobbying in 
the corridors of power to add or to delete products in the list. It is 
also noticed that violation of the policy of reservations by FERA and 

58. Cf. Colgate Palmolive (I) Ltd., Annual Report, 1980, Schedule 17, 

pT22. ^ ~ 

59. C£. Voltas Ltd., Annual Report , 1978-79, (Chairman's Speech) p.l6. 

60. Marketing of the products of small scale sector by the large scale 
units is indeed prescribed as "The only way out". This is found to 
be necessary because the small scale entrepreneur operates in 
remote parts of the country and his knowledge of the tastes of the 
consumer is limited. He lacks the resources to advertise his 
products and develop brand image. Further, he has no organised 
network of sales outlets. These have" been the observations of the 
President of the Federation of Indian Chambers of Commerce and 
Industry (FICCI). (Cf. The E conomic Times (Delhi) dated January 6j 
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MRTPA companies has been quite significant. A variety of practices have 
been resorted to by the organized big business for this purpose. There 
are also clear cases of affront to governmental system of regulations. 
The main cause for this is reported to be the absence of appropriate 
legal authority. While this may be a correct technical assertion, the 
fact also remains that these aspects are known for years and no remedial 
action was indeed initiated by the Government. There are a host of 
discretionary powers with the state which could be used if there was 
adequate political and administrative will. The chapter has also 
brought out the growing trend at sub-contracting by TNG s and Large 
Industrial Houses. The implications of the trend for the small scale 
sector need to be understood fully. One has to ask if the policy of 
reservations, as administered now, can indeed benefit the ’small’? The 
evidence points to a negative answer. 




CHAPTER - V 


SUMMARY I COMCLUSIOMS 




The need for protection of the small scale sector from direct 
competition posed by large manufacturing units and imports has been 
recognized for a long time. During the Second Plan, significance of 
the small scale sector was emphasized in order to ensure that consumer 
goods sector does not draw upon scarce resources of the society which 
were needed for fast expansion of the heavy industry sector. While the 
demand for protection and promotion of the small scale sector was 
largely from the view point of social justice, the Second Plan strategy 
introduced additional weight to the plea in favour of tne sector by 
providing a plan rationale and macro-economic logic for the sector. In 
the later years the sector has acquired its own identity with the 
emergence of a good number of influential constituents as also the 
sector having become an easy escape route for a variety of business 
objectives. The official policies regarding the sector have been 
undergoing considerable changes and they appear to have been made more 
under pursuation or pressure from a few rather than as a consequence of 
any well worked out plan or a logical framework. There has been 
considerable degree of irrational action; contradictory policy 
alterations and measures which could not but defeat the very purpose of 
the promotional policies for the small scale sector. 

This study has examined three aspects of the policy towards small 
scale sector viz , (i) criteria for a small scale unit, (ii) ownership 
and control of the corporate units and (iiJ) reservation of industries 
for exclusive development in the sector. The review of policy changes 
and the amendments to the criteria of a small scale unit helps in 
assessing the degree of vagueness involved in defining the target groups 
which require support of the state. The study of ownership and control 
structure reveals if the assistance and support provided by the 
Government to the small scale sector has served the intended objectives 
of the policy makers. The section on policy of reservation of Industries 
brings out the limitations and related implications of the policy and 
problems faced in the process of Implementation. The following are some 
of the observations which need to be underlined! 
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1. The small scale sector has been treated as an omnibus to achieve a 
number of divergent objectives. As a result, the programmes and 
policies for the small scale sector do not- have an identifiable 
population with certain agreed characteristics. 

2. The structure of state assistance to the small scale sector has 
become so complex that to take even a partial advantage of the 
assistance one has to depend on expert advice. In a situation 
where an overwhelming number of small scale units are in the 
unorganised sector, it is only the well informed, organized and 
urban based entrepreneurs who can mainly avail of the state 
patronage and facilities. 

3. The direct and indirect forms of the state assistance accorded to, 
the small scale sector in India amount to a significant support to 
the sector. It would have a substantial financial cost to the 
exchequer, though precise estimates are difficult to make. 

4. Each type of assistance and protection measures attracts a 
different group of entrepreneurs. To a majority of the small 
entrepreneurs the availability of cheap finance, procurement of raw 
materials and preferential treatment in purchases by the state are 
likely to be reasonably attractive. On the other hand, for a 
comparatively larger unit, exemptions from regulatory provisions 
may be more attractive. While for new and technically, qualified 

.. .persons a, more, meaningful form of assistance could be in the -market 
. .guidance,. provision of sheds in the industrial, estates and 
. opportunity to share common inf rastructual facilities, 

5. The criteria for small scale units have been revised, repeatedly. 
In the process the 'investment' limit has been raised from Rs. 5 
lakhs to Rs. 20 lakhs. Also, under the current definition while 
calculating the size of investment the items to be included have 
been reduced to only one, namely, ' plant and machinery. The 
criterion is linked only to the money value of investment in plant 
& machinery with no reference to the size of labour force, 
location of the unit, size of turnover, the nature of production 
basket, characteristics of the owner, or the organizational form. 
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6. The official approach that 'original price paid by the owner’ 
should be taken as the basis for deciding the size of investment in 
plant and machinery has a number of operational problems. This is 
particularly so in the case of older units, the units which buy 
second hand equipment from associates and in the case . of imported 
machinery. The approach also does not take note of the genuine 
provision for depreciation. 

7. The optimal size of investment in plant and machinery of an 
enterprize is determined by the nature of industry, technology 
employed and location of the unit. Capital-output ratios differ 
substantially from one industry to another. Thus with the same 
level of investment in plant and machinery, there can be grossly 
varying levels of economic operations in the sector. The criteria 
for small scale units, therefore, need to take into account these 
factors . 

8. The distribution of small scale units in India is a highly skewed 
one. Very few units are in the higher ranges of investment. 

.Therefore, any upward revisions in the investment limit would be of 
immediate and direct relevance to larger constituents. The 
revisions have permitted entry of many bigger units who were not 
formerly eligible for the state support under the programme. This 
must have promoted an unequal competition in the sector with 
adverse affect on the former constituents and smaller units. 

9. It appears necessary to enquire into the pattern of assistance 
sharing in the small scale sector and how the upward revisions In 
the investment criteria have altered the direction and flow of the 
benefits. 

10. The small scale sector of today is not confined to proprietory and 
partnership firms. For various reasons joint stock companies have 
come to occupy an important place in tlie sector. In numbers the 
companies may be few hut their share in the various forms of state 
assistance (loans, subsidies etc.) is likely to be a significant 


one. 
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11. If one goes by the size of operations and the affluence, a number 
of companies qualifying for official patronage as small scale units 
hardly differ from the large scale sector companies. 

12. If some of the small scale units grow beyond the permissible limit 
there should be a mechanism for automatic de-registration. In the 
absence of a strict enforcement of J(..j eglstration many undertakings 
continue to avail of the privileges meant for the small sector. 

13. Even while recognizing the fact that the "small industries 
development prograrame has been introduced by the Government for the 
benefit of a class of people who really deserve and require such 
assistance", the ownership aspect remained unemphasised in the 
definition, until "'980. As a result, a number of units belonging 
to the national monopoly Houses and transnational corporations 
could directly operate in the smal"’ scale sector. 

14. According to the current official policy, the subsidiaries of 
Indian or foreign companies and those that are controlled by other 
undertakings cannot claim themselves to be constituents of the 
small scale sector. While there is no difficulty in identifying 
the subsidiary relationship, the ’control' cannot be easily 
ascertained. Control over management can be exercised with much 
less share in equity than requ^'^ed for being a subsidiary. The 
official policy, however, does not fine control. Further, since 
an overwhelming number of companies in the small scale sector are 
private limited ones, ' which are generally characterised by 
restrictive claus'4^, one needs- to examine and assess the nature of 
control and the true beneficiaries through a proper probe. 

15. Major policy changes announced by the Government may not be 
followed up by requisite measures to operatiohalize the changes. 
For instance, while the change in the definition of a small scale 
unit incorporating the ownership aspect was announced ^ in 1980, it 
was surprising to know that it was only in 1983 that instructions 
were issued-'to "derecognise those registered small-scale units 
which are subsidiaries or are controlled or owned by large or 
medium scale units”. How far these decisions get actually 
implemented can only be known after a fresh evaluation. 
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16* Another interesting, phenotnenon observed is that a number of 
cbmpanies though registered under the KRTP Act continue to lay 
claim to their being part of the small scale sector. These cases 
have a special significance because they were debarred from taking 
advantage of the exemption ffom industrial licensing as small scale 
units as far back as 1973. The existence of such cases is an 
indication ' of the ineffectiveness of the administrative system on 
the one hand and absence of inter-departmental coordination, on the 
other. : ' V ■ ' 

17. There are no restrictions on large companies in matter of taking 
. over the existing small scale units. We find that many a taken 

over unit continued to be in the small scale sector even after 
becoming 'divisions' or 'subsidiaries' of large scale companies. 
The absence of’ any restfictions on take over might lead to a 
situation, where large scale companies could resort to taking over 
existing small scale units to increase their share in the 
'industries reserved fpr small scale sector' or to enter these 
areas afresh, thereby defeating the policy objectives. 

18. For more than a decade it has been the declared policy of the 
Government that companies in which more than 40 per cent of the 
equity was held abroad cannot take advantage of licensing exemption 
as small scale units. With the enactment of FERA, 1973 , all such 
companies would have diluted the foreign equity in them to 40 per 
cent. Hence technically speaking, no foreign company would be in 
the small scale sector. But in reality a small scale company with 
upto 40 per cent foreign equity may still ,be under effective 
foreign control. It is indeed the case with a number of affiliates 
of transnational corporatidhs operating as small scale units. 

19. The nature of relationship between ancillaries and their 

■ principals is a complex one. It appears that a number of ancillary 

units are indeed promoted by persons closely connected with large 
umbrella units. The contracts for supply of materials , and 
components and other business dealings between ancillary units and 
the large parent units tend to Leave little scope for an ancillary 
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unit to be operating as an independent small scale unit- There is 
need for a proper probe into the phenomenon of ancillary 
development. 

20. There appear to be no common technological, production or market 
characteristics among the groups of items reserved for exclusive 
development in the small scale sector. The operationalization of 
the reservation policy has been ridden with adhocism and frequent 
changes in the list of reserved items without apparent 
justification. 

21. The number of items in the reserved list and the expansion of the 

list does not necessarily reflect an enlarged area reserved for the 
small scale sector. To a large extent the longer list of the 
reserved items is a result of 'spelling out' details of the product 
groups already reserved. • 

22. In the recent past a number of items have been dereserved. 
The reasons for the de-reservations are explained only in 
statements like "the above list (of reserved items) is being 
reviewed periodically to ensure that production in the small scale 
sector is economic and of acceptable quality". 

23. The practice of partial de-reservation (through changes in 
nomenclature) has reduced the area of protection in many cases. 
The revisions in products like confectionery, FRP products and 
automobile radiators, suggest the exercise of influence and 
presence of strong lobbying pressure in the system. 

24. Allowing production of reserved items by the large scale 

manufacturers for captive consumption defeats the very purpose of 
the reservation policy. Such a policy is bound to affect the 

small scale units engaged in the manufacture of such items 
adversely. 

25. The reservation policy is pursued through the operation of the 
industrial licensing system. The inability of the government to 
implement the licensing system effectively is well known. The 
major problem in implementing the reservation policy is with 
respect to the existing large scale/Large House maufacturers of the 
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reserved it6ms» Under the present policy the capacities of the 
large sector are supposed to be frozen though there can be 
exemptions for purposes of exports. Since the reserved areas 
provide a sheltered market for the existing large scale 
manufacturers, as , no new large scale manufacturer can officially 
enter the reserved areas and the small scale manufacturers cannot 
provide any worthwhile competition, it is quite common to observe 
violations of the capacity norms by the large scale manufacturers 
in terms of producing far in excess of the authorizations. Not 
even a single case is reported to have been penalized for the 
violations. This fact by itself is an indication of the impunity 
with, which monopoly Houses and transnational corporations can 
operate in the reserved areas. 

26. A number of corporate entitles claim non-applicability of the 
licensing provisions for the reserved items. It could be because 
while the items have been reserved for the small sector the same 
were not put on the IDEA Schedule. Garment Industry provides an 
example where large House companies have for long been claiming 
non-^applicability of the licensing obligations. Obviously, there 
can be 'no excess production' in these cases as there is no 
'licensed capacity'. 

27. A number of companies claim that since their manufacturing 
undertakings were established prior to the enactment of the IDEA or 
before its provisions were made applicable to them, the licensing 
system was not applicable to them. Such companies often engage the 
Government in prolonged disputes in matters of capacity fixation 
while continuing to produce goods without adequate authorization. 
This process; is also existing conspicuously for some of the items 
reserved for the small scale sector. Transnational Corporations 
like Bata, Colgate and Britannia are the cases in point. 

28. While reporting details of the products maufactured it is quite 
common to find that companies perform this obligation in such a 
vague manner that no meaningful conclusions about the adherence to 
the licensing provisions can be drawn by any agency. The practice 
of multiple products being entered in the licences has added 
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additional complications. The existing vagueness can only help the 
process of violations by the large scale sector. The changes in 
nomenclature that are increasingly taking place nowj will only 
complicate the issue further. The need to fix capacities in 
precise terms and units, particularly in the case of reserved 
items, is only too obvious. 

29. The export obligations attached to industrial licences are not 
always complied with. Such obligations are very often imposed in 
the Case of products reserved for the small sector. According to 
the present policy, the STC is expected to purchase the unexported 
production of such manufacturers. The STC, however, has not found 
it possible to take over and export such production. And 
Consequently, the large scale sector is able to enter directly in 
the home market. This has become another way of defeating the 
reservation policy. 

30. Large Houses can enter the reserved areas by employing a variety of 
practices. Niky-Tasha gas stoves and cooking ranges, PHILIPS 
hearing aids and LEO toys illustrate a few methods employed by the 
large scale sector for enterihg the reserved areas. 

31. The policy of allowing additional industrial capacity to large 
scale manufacturers of the reserved items, if they undertake to 

. . market equal quantities produced by the small scale units, will 
undoubtedly harm the interests of the small scale units in the long 
run. The large scale manufacturers may eventually be able to 
squeeze out the small scale units whose production they may now 
agree to market under their own brand names. 

32. Marketing arrangements by large companies with small scale 
manufacturers are becoming more and more prominent. While this may 
solve to some extent the marketing problems of the small units it 
can also be a means for large units to avoid licensing provisions 
and 'excise duties and to avail of a host of other advantages at the 
cost of the exchequer, the soiall manufacturers, the consumers and 
the wrorkersi., The implications ■ of this are not . being fully grasped 
by the policy makers. There is an urgent need of a comprehensive 
review of this practice., 
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This study indicates. , the distortions which have x.rept .into .'the, 
small scale sector programmes during the process of im:plem:.ent;ati0n» 
While there has been a frequent criticism , about the .registration of 
bogus small scale units, , to avail of the ' various,' forms of state 
patro,nage,. the fact that .Large Industrial- Houses "and ^Transnationa,,! 
.Corporations ' have been, , directly and . indirectly, operating ' in -.the. ; sma'll 
scale sector is , 'less known . and much lesser discu.ss€d.. ' Besides 
providing fiscal' concessions and financial accommodation, the membership 
of the officially recognized small scale sector has helped many a Big 
Business company to avoid a variety of regulatory obligations* It needs 
no elaboration that the presence of Big Business companies in the small 
scale sector is detrimental to the interests of smaller constituents of 
the sector. The operation of the reservation policy has not proved to 
be much of an advantage to the small sector* The distortions are 
significant and only too clear. But quite apart from this there have 
been a variety of new trends in the Indian Corporate Sector, in general, 
and the small scale sector, in particular. One such important 
developments is the fast expanding phenomenon of sub-contracting. The 
long term implications of these trends are, we are afraid, not being 
appreciated by the policy makers; and indeed not even by the 
associations of the small sector. 

The need to introduce clarity in the objectives of the small sector 
programmes is only too obvious. There is also a need to question a 
large many assumptions on which policy packages for the sector have been 
evolved. The loopholes and other limitations of the administrative 
system can, of course, only be taken care of if there was a cont^l^^ 
system for monitoring and coordination of the small scale sector 
programmes. Once the objective conditions now prevailing in the sector 
have been understood, the task of evolving alternative strategies would 
become possible. 




APPENPIX 


ILLUSTRATIVE LIST OF COMPANIES WITH SflALL SCALE UNITS 


PAST AND PRESENT 
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This ap,p,e.,ndix contains a list of selected companies having at 
least one sraail scale uhit/diviaion in the small scale sector which came 
to light daring the stpdy. The source of information (except the 
Directory of Machinery Supplied on Hire Purchase; 1976' which contains a 
cumulative list of units availed of the scheme) indicates the period 
when the company's unit was in the small scale sector. The House 
association is based on the classification of the Industrial Licensing 
Policy Inquiry Committee (ILPlC, reference year 1966) and the 
registrations under the Monopolies and Restrictive Trade Practices Act, 
1969. In a few cases the classification is based on the data available 
with the Corporate Information System of the Corporate Studies Group. 
Foreign Association is based on the list of foreign branches and 
subsidiaries contained in the Appendices to the ILPIC (reference year 
1966) and initial registrations under the Foreign Exchange Regulation 
Act, 1973 . '''-M' 

Details regarding the sources of information and the ■ abbreviations 
used are as follows: 

Col. 1 : Name of the Company 
Sub. = Subsidiary 

Col. 2; House/Foreign Association 
A Foreign Branch (ILPIC); 

B > Foreign Subsidiar%;-(:|I^IG)^, 

C = Registration under FERA; 

D = Both A and C; ■ 

E = Both B and C;and 

■ FE = Foreign equity. ' ^ - 

* = ILPIC classified the company under the House; 

# = The company was classified by ILPIC as belonging to the House 

and it later got itself registered under the MRTP Act; 

$ = The company is registered under the MRTP Act; and 

@ = Information available with the Corporate Information System 

(CIS) indicates such association. 
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Col.3; 

I 

II 

III 

IV 

V 

VI 

VII 

VIII 

IX 

X 

XI 

XII 

XIII 

XIV 


Source(s) of Information 


= Director of Industries, Maharashtra, Commerical Directory of 
Industries in Maharashtra, Part I: bmaii_ scaie Indus tr iaT 
Units Regl'§f5Ted unddt t"hd' Fafctdtrif^ 1948 . iii. Miihdtdshxra 
^ ^ ~ ' “ “ 

-Director of Industries, MUharashtra, Commercial Directory of 
Industries, Maharashtra, Part III: amali ScUle Indus triglT 
'UhitS C-Kxc'iepting those icegistefed under ‘the 'I'Mdtbr 1 es Act ) in 
MhhUr a'sh'tVa ' B fit e " , 1^3. 

= Director of Industries, Gujarat, Commerical Directory of Small 
Scale Industrial Units Registered with "the Dif ectdTatfe or 
IndUacffg's,* "AhSga~abad , 196'3, ' , ■ 

“Federation of Associations of Small Industries of India, 
FASH, All India Directory “and Hand Book of Small Industries, 
m ' 6"T — — ■ — ^ ^ . 

“.Government of Madras, Director of Industries and Commerce, 

Directory of Small Scale Industrial Units in Madras State, 
— — _ — — — - . — _ 


“ Government of Tamilnadu, Director of Industries and Commerce, 
Directory 'of- Small' Scale Industrial Units inlamilnadu: 
S'Uipp X e men t To the. Second Edition ( 1, rom . l-l~i9"&4. to 31-12- 
; 

= Faridabad Industries Association, Directory and Who is Who of 
Faridabad Industries, 1973. ’ 


= National Small Industries Corpn. Ltd., Directory of Machinery 
Supplied on Hire Purchase , 19/6. ~ 

= National Small Industries Corpn. Ltd., Directory of Small 
Units Enlisted for Government Purchases, 1976. 

= List of Small Scale Manufacturer - Members of Basic Chemicals, 
Pharmaceuticals & Cosmetics Export Promotion Council as on 31- 
3-1S83 except the companies at SI. Nos. 1, 44, 82, 110, 134, 
192, 223, and 247 which are members- of the Council at an 
earlier date. (Cf. The list of members of the Council 

f ublished in the TFTapar's Indian Industrial Directory & Export 
__ Import Directoff Wflie-iTong- ( T^ ' hf h ' Ed it i dfl)-;" ' Tg ' gO -^S IT^ — 


National Small Industries Corpn. Ltd., Directory of Small 
Units. Enlisted (Under , Single Point Regis t'f at iUri ScKem A)' fh t 
G5 V e ?h Sgg g ^''' P ' ufc r a i g r s ~~''i^^ — 


== National Small Industries Corporation Ltd., Directory of Small 
Units Enlisted for Government Purchases, 1982. "aKTs Also 
fcbUets those registered uAits whiSh cduld not be included in 
the Directory either due to late receival of information or 
the units were register was done after the publication of the 
Directory. 


“ Annual Reports of the respective companies or their parent 
companies . 


= Prospectuses of the respective companies. 


Col. 4: Remarks 
AR = Annual Report ' ■ 

LC = Licensed Capacity 

MRTP = Registration under the MRTP Act, 1969 


Auditor ' s 
Report = 


Extract from the Auditor’s 


niustrative List of Companies with SnaU ScaJe ^Mts - ■> Jfest and present 
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